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GOVERNMENT LENDING AGENCIES 


WEDNESDAY, MAY 20, 1953 
Untrep Sratres SENATE, 
ComMITTER ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met pursuant to notice, at 10 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart, chairman, 
presiding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Payne, May- 
bank, Robertson, Sparkman, Frear, and Douglas 

The CuarrmMan. The committee will please come to order. 

We have as witnesses this morning Mr. Cravens, Administrator of 
the Reconstruction Finance Corporation; Mr. William MeC. Martin, 
Chairman of the Board, Federal Reserve System; and Mr. W. Randolph 
Burgess, Deputy to the Secretary, Department of the Tres sury. 

Which one of you gentlemen prefers to testify first? 

Mr. Burarss. It doesn’t make any difference. You decide, Mr. 
Chairman. 

The Cuarrman. Why do not the three of you come up. One of you 
take the middle seat and that will be the one we will take first, and the 
others can sit on the side. If you have any preference, it is perfectly 
agreeable with us. 

The purpose of these hearings is to consider a series of bills that 
have been introduced by many Senators. 

The first one is S. 892, introduced by Mr. Byrd, for himself, Mr. 
Bricker, Mr. Ferguson, Mr. Robertson, and Mr. Williams, to liquidate 
the Reconstruction Finance Corporation. 

Then we havea bill, S. 1523, by Mr. Thye, to set up a Small Business. 
Administration. I suppose it might be termed a little or a new RFC, 

Then we have a bill by Mr. Robertson to authorize the Federal 
Reserve Bank under certain conditions to make certain guaranties. 

There is a bill by Mr. Frear, 5S. 1771, to authorize creation of small- 
business insurance and investment corporations. This bill approaches 
the problem from a little different viewpoint. 

Then a bill by Mr. Douglas for himself and Mr. Flanders, 5S. 1907, 
to establish corporations to assist financial institutions in making 
credit available to commercial and industrial enterprises and to provide 
capital for such enterprises. 

There is S. 1912 by Mr. Sparkman, to make credit more readily 
available for financing small business and thus to promote, foster, 
and develop the domestic and foreign commerce of the United States, 
and for other purposes. 

There is another bill by Mr. Sparkman, 8S. 1913, to make capital 
more readily available for financing small business and thus to pro- 
mote, foster, and develop the domestic and foreign commerce of the 


United States, and for other purposes, 
1 
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I understand that the House Banking and Currenev Committee 
ordered reported favorably to the floor of the House a bill, H. R. 5141. 


whose author was Congressman Hill of Colorado. TI have not 


studied it, but I presume it is to do in a similar way that which many 
of these bills would do. With these bills in the record, anyone read 


ing the record will at all times have all the bills before them. We 


will print each of the bills before us and T think we had better request 


that the staff secure a copy of the bill that the House reported to the 


floor yesterday and have that likewise printed in the record. Then 
we will have all the bills and recommendations on this subject at one 
point in the record so anyone wanting to study them can do so. 

It has been suggested that we might likewise, without prejudice, 
and without in any way recommending any of the bills or being 
opposed to any of the bills, place in the record a short and brief analy 
sis of each of the bills as to just what it proposes to do I again want 
to say it is without pl ‘judice. While I have not read the analyses 
[ am sure they are 100 percent factual. At least they are intended 
Lo be. The only purpose of placing them in the record would be tha 
it would enable any Senator or ay interested person to analyze the 
respective bills I again want to state that they are not placed in the 
record for any other purpose than that 
analy ze What each of the bills do. 
the staff of the committee. 

Senator SPARKMAN. Mr. Chairman, may I suggest that we also 
include an analysis of the bill introduced by Senator Douglas and 
Senator Flanders and the two bills ir 

The CHAIRMAN 
able to an 


of being factual in trying to 
These analyses were prepared by 


troduc ed hy me 


The staff has informed me that they have not been 
vze the Sparkman and Douglas bills as vet. 


ive an analysis of them, Senator? 


penator SPARKMAN | have not made 


thi 
Do you hi 
a section by section analysi 
I do not think it will be very hard to do. 

The CuatrMan. Then the staff is instructed to make a factual 
analysis of the Douglas and Sparkman bills for the record. Also a 
factual anal 


f } 


\ sis of the bill reported by the House committee vesterday 
Then we will have all the bills printed and we will have a 


a factual 
analysis of each of the bills 


Then anyone picking up the record will 
be better able to arrive at some conclusions when he sees all of them 
The bills and analyses follow: 


[S. 892, 83d Cong., Ist sess.] 
A BILL To dissolve the R truction ce Corporatior transfer certain of its functions relating 
t< t wm ldef c tT : lt Tt M (70 € Tune it 
Be it enacted by t} Senate and House of Representatives of the United States of 
1 me ca n Congress ssemodted, That this 4 t AY be cited as the : Reconstruction 


Finance Corporation Liquidation Act 


SEc. 2. (a The first sentence of s ction 3 1) of the Reconstruction Finance 
Corporation Act, as amended (15 U. 8. C. 603 (a)), is amended by striking out 
“Tune 30, 1956” a erting in lieu thereof “December 31, 1953.” 

b) Subsect f section 4 of the Reconstruction Finance Corporation Act 
as amended (15 U. 8. C. 604 (f is amended by striking out “June 30, 1954”’ 
and inserting in lieu thereof ‘‘December 31, 1953.” 

xcey is se provided in this Act, the liquidation of assets and 
w g up fairs the | ynstruction Finance Corporation shall be carried 
out as expeditiously as possible in accordance with the provisions of section 10 
of the Reconstruction Finance Corporation Act. The unused balance of the 
monevs helonging o the C rporat r quired by such section to be paid into 
the Treasury shall be 1 exclusively for the reduction of the public debt. 
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d) In the exercise of his powers and funetions under section 10 of the Recon- 
struction Finance Corporation Act, the Secretary of the Treasury shall not extend 
he maturity of or renew any loan made, or securities and obligations purchased, 

the Reconstruction Finance Corporation beyond the date provided in the 
loan contract or other agreement or commitment, but the Secretary may, in aid 
orderly liquidation, exercise a sound discretion in respect of the time which 
all be allowed any obligor of the Reconstruction Finance Corporation to make 
nterim payments on an outstanding obligation 

e) The Secretary of the Treasury is authorized to incur and pay out of the 
funds of the Corporation all administrative expenses necessary to carry out the 
functions vested in him as a result of the enactment of this Act Such expenses 

all be limited to and charged against amounts made available to the Cor- 
poration or to the Secretary of the Treasury in appropriation Acts for applicable 
administrative expenses, which amounts shall not include any sums transferred 

» an officer or agency of the Government, other than the Secretary of the Treasury, 
nder sections 3 and 4 of this Act. The activities engaged in by the Secretary of 
he Treasury as a result of the enactment of this Act shall continue to be subject 
» the provisions of the Government Corporation Control Act. 

Sec. 3. Effective on January 1, 1954, all the functions, powers, duties, and 
suthority of the Reconstruction Finance Corporation with respect to the admin- 
istration and supervision of the rubber program (Rubber Act of 1948, as amended), 
the tin program (Public Law 125, Kightieth Congress, as amended), and the 
ibaca program (Public Law 683, Eighty-first Congress), together with all prop- 
erties, assets, funds, contracts, loans, liabilities, commitments, authorizations, 
allocations, personnel, and records primarily related to the exercise of such 
inctions, powers, duties, and authority are transferred to the Secretary of 
Commerce Exeept as specifically provided herein, this section shall not be 
construed to modify or repeal any of the Acts under which such programs are 
carried out 

Sec. 4. The President shall transfer prior to January 1, 1954, to the Secretary 
of the Treasury, the Federal Reserve banks, or any existing department, agency, 
official, or corporation of the Government he may designate, or to a new agency 
other than a corporation), the functions, powers, duties, and authority conferred 
on the Reconstruction Finance Corporation under section 303 of Executive Order 
10161, dated September 9, 1950 (15 F. R. 6105), with respect to the production 
defense loan program authorized by section 302 of the Defense Production Act 
of 1950, together with all assets, funds, contracts, loans, liabilities, commitments, 
authorizations, allocations, personnel, and records primarily related to the exer- 
cise of such functions, powers, duties, and authority. 

See. 5. Effective on January 1, 1954, all functions, powers, duties, and au- 
thority of the Reconstruction Finance Corporation under section 409 of the 
Federal Civil Defense Act of 1950, together with all assets, funds, contracts, 
loans, liabilities, commitments, authorizations, allocations, personnel, and 
records primarily related to the exercise of such functions, powers, duties, and 
authority, are transferred to the Secretary of the Treasury, and shall be per- 
formed, exercised, and administered by the Secretary in accordance with the 
provisions of such section 

Sec. 6. The Reconstruction Finance Corporation is authorized and directed 
o transfer prior to January 1, 1954, vo the Depart nent of the Air Force, without 
reimbursement, Plancor 2304, consisting of an industrial plant at North Grafton, 
Massachusetts, together with all improvements and appurtenant facilivies, and 
the machinery, equipment, and other personal property accessory thereto except 
inventories of raw materials and work in progress 











Sec. 7. No suit. action. or other proceeding law fully commenced by or against 
he Reeonstruction Finance Corporation shall abate by »n of the termination 
if succession of the Corporation: but the court ma on motion or supplemental 
petition filed at any time within twelve months after the date of such termination 

uccession and showing a necessity for a survival of such suit, action, or other 
proceeding to obtain a settlement of the questions 1 volved, allow the same t be 
ained bv rainst the officer or agenev of the Government performing the 
netions with respect to which any such suit, action, or other proceeding was 
or menced 

Src. 8. (a [ pon the termination of suecessi of the Reeonstruction Finance 
Corporation the Administrator of the Reconstruction Finance Corporation shall 

ake a full report to the Coneres 

b During ucl neriod of ti ea the Secretary ff the Treasury shall ( 
ngaged it igquidating the a sets and winding up the affair of the Reconstr ellon 








4 GOVERNMENT LENDING AGENCIES 


Finance Corporati nm, pursuant to section 10 of the 
Corporation Act, he shall make quarterly reports to the Congress setting forth 
the progress of such liquidation and winding up of affairs. 


SuMMARY oF 8, 892 
8. 892,.introduced February 13, 1953, by Senator Byrd, for himself, and Senators 
Bricker, Ferguson, Robertson, and Williams. 

Title.—“Reconstruction Finance Corporation Liquidation Act.” 

This bill would terminate the Corporation and its lending powers on December 
31, 1953. Thereafter the Secretary of the Treasury would take over liquidation 
of the Corporation’s assets under section 10 of the RFC Act. Net profits of the 
liquidation would be used to reduce the public debt. While prohibiting the 
Secretary of the Treasury from extending maturities or renewing loans, he may let 
RFC debtors make interim payments. It allows the Secretary of the Treasury to 
use RFC funds for administrative expenses in li juidating the Corporation to the 
extent permitted in appropriation acts. No funds transferred to another Govern- 
ment agency in connection with the rubber, tin, and abaca programs, or for defense 
loan programs may be so used by the Secretary. 

The rubber, tin, and abaca programs of the RFC are transferred to the Secretary 
of Commerce, effective January 1, 1954, for continued operation. The defense 
loan program, by January 1, 1954, must be transferred by the President to the 
Secretary of the Treasury, Federal Reserve banks, or any other department or 
agency of the Government, including any new agency he may create. The RFC 
currently conducts the defense loan program under section 303 of Executive Order 
10161, dated September 9, 1950. 

RFC functions under the Federal Civil Defense Act of 1950 are transferred on 
January 1, 1954, to the Secretary of the Treasury for continued operation. Also 
on January 1, 1954, an industrial plant at North Grafton, Massachusetts, is to be 
transferred to the Air Force without reimbursement. 

No proceedings against RFC are to abate because the life of the Corporation 
ends. An appropriate court may, within 12 months after that date, permit action 


to be maintained against the Government agency then performing the functions 
involved in the lawsuit. 





When RFC terminates, its Administrator is to make a full report to the Con- 
gress. The Secretary of the Treasury is to make quarterly progress reports to the 
Congress while he is liquidating the RFC. 


SECTIONAL ANALYsIS OF S, 892 
SECTION 1 


This section provides a short title to the bill which is “Reconstruction Finance 
Corporation Liquidation Act.” 


SECTION 2 


Subsection (a) amends section 3 (a) of the RFC Act with respect to the date 
upon which succession of the Corporation shall terminate. Existing law provides 
that the RFC shall have succession “through June 30, 1956.’’ Subsection (a) of 
the bill amends existing law by providing that the RFC shall have succession 
through December 31, 1953. 

Subsection (b) amends section 4 (f) of the RFC Act by providing that the lend- 
ing powers of the Corporation under section 4 of the act (the general lending 
authority) shall terminate at the close of business on December 31, 1953. Section 
4 (f) presently provides that such termination of lending powers shall occur at 
the close of business on June 30, 1954. 

Subsection (c) provides that the liquidation of assets and winding up of affairs 
of the RFC shall be carried out in accordance with section 10 of the RFC Act, 
except that the unused balance of moneys belonging to the Corporation required 
by such section to be paid into the Treasury as miscellaneous receipts shall be 
used instead for the reduction of the public debt. Section 10 directs the Secretary 
of the Treasury to complete the liquidation of RFC if not completed prior to the 
termination of succession of the Corporation. Under existing law the Adminis- 
trator has 2 years, from June 30, 1954, to June 30, 1956, to liquidate the assets 
and wind up the affairs of the Corporation. Under the bill, since both RFC’s 
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ding authority and its succession end December 31, 1953, the task of liquida- 


tion will be assumed by the Secretary of the Treasury under section 10 of the 


RFC Act. 

It would appear to be very clear that under section 10 of the RFC Act, which 
sives the Secretary of the Treasury all the powers and duties of the Administrator 

the RFC for the purpose of liquidating and winding up the affairs of the Cor- 

ration and requires provision to be made for all the Corporation’s legal obliga- 
tions, the Secretary of the Treasury would have the power and the duty to make 
disbursements on purchases of securities and obligations, on loans, or upon com- 
mitments or agreements (including deferred participation agreements) to make 
such purchases or loans, which constitute legal obligations of the Corporation 


ide prior to the termination of its lending powers. Such power would include 
all “servicing’’ functions necessary to protect the interests of the Government 
and to carry out its legal obligations. In this connection it may be noted that 


section 4 (f) of the RFC Act, which has been amended by the bill only by changing 
date of the termination of the Corporation’s lending powers, provides that 
the termination of such powers shall not be construed (1) to prohibit disburse- 
ment of funds on purchases of securities and obligations, on loans, or on commit- 
ments or agreements to make such purchases or loans, made under this act prior 
» the close of business on such date, or (2) to affect the validity or performance 
of anv other agreement made or entered into pursuant to law.’”’ It would appear 
) be quite clear that the foregoing language imposes a duty to make disburse- 
ments on existing obligations of the Corporation during liquidation, which duty 
devolves upon the Secretary of the Treasury under the provisions of section 10 
ipon the expiration of succession of the Corporation. 
Subsection (d) permits the Secretary of the Treasury, in aid of orderly liquida 
to exercise a sound discretion in respect of the time which shall be allowed 
any obligor of the RFC to make interim payments on an outstanding obligation. 
However, the Secretary is specifically denied the power to extend the maturity 
late of or renew any loan made, or other obligation purchased, by the RFC 
beyond the date provided in the loan contract or other agreement. The subsec- 
tion is designed to provide some guidance to the Secretary, and to remove any 
question that might arise, in respect of the amount of discretion that he may 
exercise in the collection of sums owing on outstanding Obligations of the Corporation. 
Subsection (e) is designed to permit the Secretary of the Treasury to use funds 
of the Corporation for all administrative expenses necessary to carry out the 
functions vested in him as a result of the enactment of the bill. Such funds 
would include the balance of any administrative expense authorizations available 
to the Corporation at the time the Secretary assumes his functions. This will 
eliminate the necessity for Congress to appropriate funds for such purpose, but 
congressional supervision of the amounts to be allowed is not thereby sacrificed. 
The provisions of the Government Corporation Control Act are made applicable 
for the purpose of giving Congress, through its usual appropriation channels, the 
opportunity to scrutinize and place limitations upon such expenses to be incurred 
by the Secretary in the same manner as Congress now places limitations on the 
Administrative expenses of the RFC, 


SECTION 3 


This section disposes of those functions now exercised by the Corporation 
which were not conferred by the RFC Act, as amended, and which may be 
described as operating rather than lending functions. The section provides that 
the functions of the RFC with respect to the rubber program, the tin program, 
and the abaca program are to be transferred to the Secretary of Commerce. 

As a matter of form section 3 is modeled after section 305 of 8. 3936, Eighty- 
first Congress (defense production bill), as reported from the Committee on 
Banking and Currency. Section 305 provided for the transfer of such operating 
functions to the Secretary of Commerce. However, section 305 of 8. 3936 was 
deleted by floor amendment and does not appear in the Defense Production Act. 

The rubber, tin, and abaca programs are the principal operating, as distin- 
guished from lending, functions now performed by the RFC. This section serves 
to designate the agency which shall perform the functions now exercised by the 
RFC with respect to such programs. Further, it removes any possible construc- 
tion which, in the absence of such section, might be placed on the bill to the effect 
that such programs, insofar as they are administered by the RFC, are to be 
terminated. 
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This section is made effective on January 1, 1954. This will permit the Secre- 
tary of Commerce to prepare for the sesaraption of the new duties vested in him 
by thissection. Prior to that date the RFC will continue to carry out its functions 
in respect of the rubber, tin, and abaca programs. 


SECTION 4 


This section provides for continuity of the defense production loan program 
The RFC is currently performing functions in respect to such program under 
authority of section 303 of Executive Order 10161. By such Executive order the 
President vested in the RFC the functions conferred upon him under section 302 
of the Defense Production Act of 1950. 

This section of the bill provides that the President shall, before January 1, 1954, 
transfer this program to the Secretary of the Treasury, the Federal Reserve banks, 
or any existing department, agency, official, or corporation of the Government, or 
to a new agency (other than a corporation) Accordingly, it gives the President 
as wide a discretion in respect to the agency which shall administer the program 
as he has under the Defense Production Act of 1950. The RFC, under the pro- 
visions of this section, will continue to administer the program in accordance with 
its existing authority until the President provides for its transfer. 

The policy sought to be achieved in this section is (1) at no time shall there be a 
gap in the administration of the defense loan program as a result of the enactment 
of this bill, and (2) the President shall still have his present broad authority to vest 
this program in the agency of the Government (other than the RFC) which he 
determines is best adapted to perform the necessary functions. 


SECTION 5 


This section provides for the continuity of the civil defense loan program. 
Section 409 of the Federal Civil Defense Act of 1950 authorizes the RFC, upon 
certification of the Federal Civil Defense Administrator, to make loans (including 
participations therein and guaranties thereof, the purchases of securities) for the 
purpose of aiding in financing projects for civil defense purposes. 

Section 5 nermits the RFC to continue to administer this program until January 
1, 1954. Thereupon the whole program passes over to the Secretary of the 
Treasury who is directed to administer it in accordance with the provisions of 
section 409 of the Federal Civil Defense Act of 1950. 


SECTION 6 


Section 12 of the RFC Act authorizes the Corporation to exercise the functions» 
pots rs, duties, and authority previously exercised by certain corporations created 
by the RFC during’the war, including Defense Plant Corporation, Metals Reserve 
Company, Rubber Reserve Company, and Defense Supplies Corporation, but 
only with respect to programs, projects, or commitments outstanding on June 
30, 1947. 

Section 6 of the bill provides for the transfer of an aluminum and magnesium 
forgings plant at North Grafton, Mass., to the Air Force. The language is 
in substantial conformity with that contained in 8. 312 of the 82d Congress. 
[t will be noted that this section reserves from the transfer ‘inventories of raw 
materials and work in progress.’”” The Bureau of the Budget stated that the 





reason for such a reservation is that the RFC had borrowed money from the 
Treasury to finance current inventories of raw materials and work in progress, 
Therefore, as written, ae section would require the RFC to dispose of the plant 
and equipment prior January 1, 1954, but to retain control over current inven- 
tories ir aie to sati fy its outstanding obligation to the Treasury in respect of 
such inventories If by December 31, 1953, the RFC did not succeed in liqui- 
dating such inventories and satisfying its debt to the Treasury in respect of such 
inventories, those inventories would pass, under the general terms of the bill, to 
the Secretecy of the Treasury for liquidation 


It was not felt that special treatment was required in respect of any of the other 
section 12 functions of the RFC. They are apparently now in liquidation and 
under the terms of the bill will be completely liquidated by the Secretary of the 
Treasury in the event that complete liquidation is not accomplished by the RFC 
prior to the termination of its succession. 
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SECTION 7 

While rule 25 (d) of the Federal Rules of Civil Procedure deals generally with 
the matter of substitution of parties where a Federal officer succeeds to the 
functions of another Federal officer, who is a party to a suit, there is some doubt 
whether the provision is applicable in csaes where a Government corporation, as 
distinguished from a Government officer, is a party to a proceeding and is suc- 
ceeded by a Government officer. In order to resolve such doubt, this section of 
the bill has been added to make it clear that suits, actions, or other proceedings 
lawfully commenced by or against the Corporation prior to the expiration of its 
succession shall not abate by reason of such expiration of succession 


SECTION 8 


This section requires the Administrator of the RFC to make a full report to 
the Congress upon expiration of the Corporation’s succession It further provides 
that during the time that the Secretary of the Treasury is engaged in liquidating 
the assets and winding up the affairs of the Corporation, he shall make quarterl) 
progress reports to the Congress 


S. 892, 83d Cong., Ist ses 


AMENDMENTS 


Intended to be proposed by Mr. Byrp to the bill (S. 892) to dissolve the Reco: 
struction Finance Corporation and transfer certain of its functions relating to 
national defense to other agencies of the Government, vi 

On the first page, strike out lines 5 through 8 and insert in lieu thereof the 
following: 

‘Sec. 2. (a) The first sentence of section 3 (a) of the Reconstruction Finance 
Corporation Act, as amended (15 U. 8. C. 603 (a is amended by striking out 
through June 30, 1956’ and inserting in lieu thereof ‘until the close of business 
on the sixtieth day following the date of enactment of the Reconstruction Finances 
Corporation Liquidation Act’.”’ 

On page 2, line 3, strike out ‘‘December 31, 1953” and insert in lieu thereof 
“the sixtieth day following the date of enactment of the Reconstruction Finance 
Corporation Liquidation Act”’. 

On page 2, strike out lines 9 through 12 

On page 3, line 14, strike out ‘Effective on January 1, 1954” and insert in lieu 
thereof “Effective sixty days after the date of enactment of this Act”’ 

On page 4, lines 4 and 5, strike out ‘“‘prior to January 1, 1954” and insert in 
lieu thereof ‘within sixth days after the date of enactment of this Act” 

On page 4, line 18, strike out “Effective on January 1, 1954” and insert in lieu 
thereof ‘‘Effective sixth days after the date of enactment of this Act”’. 

On page 5, line 5, strike out ‘‘prior to January 1, 1954,” and insert in lieu thereof 
‘within sixth days after the date of enactment of this Act’’. 





SumMARY oF Byrp AMENDMENTs TO 8S. 892 Orrerep May 14, 1953 


The series of amendments offered by Mr. Byrd to 5. 892 have the general effect 
of making the provisions of his bill take effect 60 days after the bill is passed 
rather than January 1, 1954; and removes the provisions requiring net profits of 
liquidation of RFC to be used to reduce the public debt. 





SECTIONAL ANALYSIS OF Byrp AMENDMENTS TO S. 892 OrreRED May 14, 1953 
SECTION 2 


Amends section 3 (a) of RFC Act to end the succession of RFC 60 days after 
bill passes instead of December 31, 1953, as provided in the original bill. 

Makes the same change regarding termination of KFC’s lending powers. 

Removes requirement that proceeds of RFC’s liquidation be used to reduce the 


publie debt. 
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SECTION 3 


Requires transfer of RFC’s rubber, tin, and abaca programs to take effect 60 
days after passage of bill instead of on January 1, 1954, as provided in original bill. 


SECTION 4 


Requires the Defense Loan Program of RFC to be transferred within 60 days 
after passage of bill instead of prior to January 1, 1954, as provided in original bill. 


SECTION 5 


Requires RFC’s functions under Federal Civil Defense Act of 1950, as amended, 
to be transferred 60 days after passage of bill instead of on January 1, 1954. 


SECTION 6 


Requires the North Grafton Plancor 2304 to be transferred to the Air Force 


within 60 days after passage of the bill instead of prior to January 1, 1954, as 
provided in the original bill. 


([S. 1523, 83d Cong., Ist sess.] 


m and to preserve small business institutions and 


free con petitive enterprise 


A BILL To create the Small Business Administrat 


2 
b¢ 


it enacted by the Senate and House of Re presentatives of the United States of 





America Cor sembled, That this Act may be cited as the ‘‘Small Business 
Act of 1953”’. 

Sec. 2. The essence of the American economic system of private enterprise is 
free competition. Only through full and free competition can free markets, free 


entry into business, and opportunities for the expression and growth of personal 


initiative and individual judgment be assured. The preservation and expansion 
of such competition is basic not only to the economic well-being but to the security 
of this Nation. Such security and well-being cannot be realized unless the actual 
and potential of smal! business is encouraged and developed. It is the declared 
policy of the Congress that the Government should aid, counsel, assist, and 
protect insofar as is possible the interests of small-business concerns in order to 
preserve free competitive enterpri to ensure that a fair proportion of the total 
purchases and contracts for supplies and services for the Government be placed 
with small-business enterprises, and to maintain and strengthen the overall 
economy of the Nation 








Sec. 3. For the purposes of this Act, a small-business concern shall be deemed 
to be one which is independently owned and operated and which is not dominant 
in its field of operation The Administration, in making a detailed definition, 
may use these criteria among others: Independency of ownership and operation, 
number of employees, dollar volume of business, and nondominance in its field. 
Sec. 4. (a) In order to carry out the policy of this Act there is hereby estab- 








independent agency under the name Small Business Administration 
hereinafter referred to as the ‘‘Administration’’), which shall be under the 
general direction and supervision of the President. The principal office of the 
Administration shall be located in the District of Columbia, but the Administra- 
tion may establish such branch offices in other places in the United States as it 
may determine to be necessary. The Administration shall have power to adopt, 
alter, and use a seal whict ll be judicially noticed. 





b) The Administration is authorized to obtain money from the Treasury of 
the United States for use in the performance of the powers and duties conferred 
upon it by law, but not to exceed a total of $150,000,000 outstanding at any one 
time. For this purpose appropriations not to exceed $150,000,000 are authorized 
to be made to a revolving fund in the Treasury. Advances shall be made to the 
Administration from the revolving fund when requested by the Administration. 
Such fund shall be used for the purposes enumerated in sections 7 (a), (b), and (c) 
of this Act. Not to exceed an aggregate of $100,000,000 shall be outstanding at 





any one time for the purposes enumerated in section 7 (a). Not to exceed an 
aggregate of $50,000,000 shall be outstanding at any one time for the purposes 
enumerated in sections 7 (b) and (c). Reimbursements made to the Adminis- 


tration under the 





ys shall revert to » revolving fund for use for the 





same purposes 
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(c) All moneys of the Administration not otherwise employed may be deposited 
with the Treasurer of the United States, subject to check by authority of the 
\dministration, or in any Federal Reserve bank. The Federal Reserve banks 
are authorized and directed to act as depositaries, custodians, and fiscal agents 
for the Administration in the general performance of its powers conferred by this 
Act. Any insured banks, when designated by the Secretary of the Treasury, 
shall act as custodians and financial agents for the Administration. 

Sec. 5. (a) The management of the Administration shall be vested in an 
Administrator who shall be appointed from civilian life by the President, by and 
with the advice and consent of the Senate, and who shall be a person of outstanding 
qualifications known to be familiar and sympathetic with small-business needs 
and problems. The Administrator shall receive compensation at the rate of 
$17,500 per annum. The Administrator shall not engage in any other business, 
vocation, or employment than that of serving as Administrator. The Adminis- 
trator is authorized to appoint three Deputy Administrators to assist in the 
execution of the functions vested in the Administration. Deputy Administrators 
shall be paid at the rate of $15,000 per annum. 

b) The Administrator is authorized, subject to the civil-service laws and the 
Classification Act of 1949, as amended, to select, employ, appoint, and fix the 
compensation of such officers, employees, attorneys, and agents as shall be neces- 
sary to carry out the provisions of this Act; to define their authority and duties, 
require bonds of them, and fix the penalties thereof. The Administration, with 
the consent of any board, commission, independent establishment, or executive 
department of the Government, may avail itself of the use of information, services, 
facilities (including any field service thereof), and officers and employees thereof 
in ecarrving out the provisions of this Act. 

c) To such extent as he finds necessary to carry out the provisions of this Act, 
the Administrator is hereby authorized to procure the temporary (not in excess of 
one vear) or intermittent service of experts or consultants or organizations thereof, 
including stenographic reporting services, by contract or appointment, and in 
such eases such service shall be without regard to the civil-service laws and the 
Classification Act of 1949, as amended, and, except in the case of stenographic 
reporting services bv organizations, without regard to section 3709, Revised 
Statutes, as amended (41 U.S. C. 5). 

Src. 6. In the performance of, and with respect to, the functions, powers, and 
duties vested in him by this Act, the Administrator, notwithstanding the provi- 
sions of any other law, may— 

(a) sue and be sued in any court of record of a State having general juris- 
diction, or in any United States district court, and jurisdiction is conferred 
upon such district court to determine such controversies without regard to 
the amount in controversy: Provided, That no attachment, injunction, gar- 
nishment, or other similar process, mesne or final, shall be issued against the 
Administrator or his property; 

(b) under regulations prescribed by him, assign or sell at public or private 
sale, or otherwise dispose of for cash or credit, in his discretion and upon 
such terms and conditions and for such consideration as he shall determine 
to be reasonable, any evidence of debt, contract, claim, personal property, 
or security assigned to or held by him in connection with the payment of 
loans heretofore or hereafter granted under this Act, and to colleet or com- 
promise all obligations assigned to or held by him and all legal or equitable 
rights accruing to him in connection with the payment of such loans until 
such time as such obligations may be referred to the Attorney General for 
suit or collection; 

(ec) deal with, complete, renovate, improve, modernize, insure, rent, or sell 
for cash or credit, upon such terms and conditions and for such consideration 
as he shall determine to be reasonable, any real property conveyed to or 
otherwise acquired by him in connection with the payment of loans granted 
under this Act; 

(d) pursue to final collection, by way of compromise or otherwise, all 
claims against third parties assigned to him in connection with loans made 
by him under this Act. This shall include authority to obtain deficiency 
judgments or otherwise in the case of mortgages assigned to the Adminis- 
trator. Section 3709 of the Revised Statutes, as amended (41 U. 58. C. 5), 
shall not be construed to apply to any contract of hazard insurance or to 
any purchase or contract for services or supplies on account of property 
obtained by the Administrator as a result of loans made under this Act if 
the premium therefor or the amount thereof does not exceed $1,000. The 
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power to convey and to execute in the na 





ie of the Administrator deeds of 4 
assignments and satisfactions of mortgages 


and any other written instrument relating to real property or any interes 


conveyance, deeds of rele 





therein heretofore or hereafter acquired by the Administrator pursuant t ; 
the prov f this Act, may be exercised by the Administrator or by an ‘ 
officer or agent appointed b him without the execution of anv express de 3 
gation of power or power of attorne Nothing in this section shall be con ; 
strued to prevent the Administrator from delegating such power by order or 


by power of attorne 


in his discretion, to any officer or agent he may appoint 
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materials, or parts thereof, or servicing or processing in connection therewith 
or for such Management services as may be necessary to enable the Adminis 
tration to perform such contracts; and 
(d) to provide technical and managerial aids to small-business concerns 
by advising and counseling on matters in connection with Government pro 
curement, and on policies, principles, and practices of good management 
including but not limited to cost accounting, methods of financing, business 
insurance, accident control, wage incentives, and methods engineering); by 
cooperating and advising with voluntary business, professional, educational 
and other nonprofit organizations, associations, and institutions and with 
other Federal and State agencies; by maintaining a clearinghouse for informa 
tion concerning the managing, financing, and operating of small-busine 
enterprises; and by disseminating such information and by engaging in such 
other activities as are deemed appropriate by the Administration 
Sec. 8. The Reconstruction Finance Corporation shall transmit requests for 
joans from small businesses received by it after the date of enactment of this Act 
to the Administration for its consideration and possible action 
Spec. 9. In any case in which the Administration certifies to any officer of the 
Government having procurement powers that the Administration is competent 
to perform any specific Government procurement contract to be let by any 
uch officers, such officer shall be authorized to let such procurement contract 
» the Administration upon such terms and conditions as may be agreed upon 
between the Adininistration and the procurement officer 
Sec. 10. It shall be the duty of the Administration and it is hereby empowered 
whenever it determines such action is necessary 
a) to make a complete inventory of all the productive facilities of small 
business concerns which can be used for war, defense, or essential civilian 
production, or to arrange for such inventory to be made by any other govern 
mental agency which has the facilities In making anv such inventory, the 
appropriate agencies in the several States shall be requested to furnish at 
inventory of the productive facilities of small-business concerns in each such 
State if such an inventory is available or in prospect; and 
»)) to coordinate and to ascertain the means by which the productive 
capacity of small-business concerns can be most effectively utilized for wa 
defense, or essential civilian production 
Sec. 11. It shall be the duty of the Administration and it is hereby empowered 


to consult and cooperate with governmental departments and agencies in the 
issuance of orders or in the formulation of policy or policies substantially affectins 
mall-business concerns All such governmental departments or agencies are 
req ed, before issuing such orders or announcing s&s ich polices or potcte to 
cor lt and cooperate with the Administration in order that the interests of 
small-business enterprises may be recognized, protected, and preserved 

Src 12. The Administration shall have power, and it is hereby directea 


whenever it determines such action is necessary 
(a) to consult and cooperate with officers of the Government having 
procurement powers, in order to utilize the potential productive capacity of 

plants operated by small-business concerns 
b) to obtain information as to methods and practices wnich Government 
prime contractors utilize in letting subcontracts and to take action to en 


courage the letting of subcontracts by prime contractors to small-business 


concerns at prices and on conditions and terms which are fair and equitable 

(ec) to determine within any industry the concerns, firms, persons oY 
porations, partnerships, cooperatives, or other business enterprises whic 
are to be designated ‘small-business econeerns’’ for the purpose of effectuati 


the provisions of this \ et 

ad) to certifv to Government procurement officers with respeet to th 
competency, as to capacity and credit, of any small-business concer: r 
group of such concerns to perform a specific (Gsovernment procurement 
contract 

(e) to obtain from any Federal department, establishment, or ageney 
engaged in procurement or in the financing of procurement or productior 
such reports concerning the letting of contracts and subcontracts and maki: 
of loans to business concerns as it may deem pertinent in carrying out its 
functions under this Act; 

(f) to obtain from suppliers of materials information pertaining to the 
method of filling orders and the bases for allocating their supply, whenever 


' 


it appears that any small business is unable to obtain materials from its 
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‘ e House of Representative Such report shall include the names of the 





business concerns to whom contrac re let and for whom financing is arranged 
t the Administrat together with the amounts involved, and ich report shall 
include such other information ich comn ts and recommendations as the 





Administration may deem appropriate 
Sec. 17. The Administration is hereby empowered to make studies of the 


effect of price, credit, and other controls imposed under war or defense programs 


rever it finds that such trols discriminate against or impose undue 


upon small business, to make re ymmendations to the appropriate Fed- 


cy for the adjustment of controls to the needs of small business 
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Sec. 18. (a) The President may transfer to the Administration any functions, 
powers, and duties of any department or agency which relate primarily to small- 
business problems In connection with any such transfer, the President may 
provide for appropriate transfers of records, property, necessary personnel, and 
unexpended balances of appropriations and other funds available to the depart- 
ment or agency from which the transfer is made. 

(b) The President may also provide for such transfers of records, property, and 
personnel from the Small Defense Plants Administration, during the period of its 
liquidation, as he considers appropriate to assist the Small Business Administra- 
tion in carrying out its functions under this Act 

Sec. 19. No loan shall be recommended, and no equipment, facilities, or serv- 
ices shall be furnished by the Administration under this Act to any business enter 
prise unless the owners, partners, or officers of such business enterprise (1) certify 
to the Administration the names of any attorneys, agents, or other persons en- 
gaged by or on behalf of such business enterprise for the purpose of expediting 
applications made to the Administration for assistance of any sort, and the fees 
paid or to be paid to any such persons; and (2) execute an agreer ent binding any 
uch business enterprise for a period of two years after any assistance is rendered 
by the Administration to such business enterprise, to refrain from emploving 
tendering any office or employment to, or retaining for professional services, any 
person who, on the date such assistance or any part thereof was rendered, or within 
one year prior thereto, shall have served as an officer, attorney, agent, or emplovee 
of the Administration occupying a position or engaging in activities which the 
Administration shall have determined involve discretion with respect to the grant- 
ing of assistance under this Act 

Suc. 20. To the fullest extent the Administration deems practicable, it shall 
make a fair charge for the use of Government-owned property, and make and let 
contracts on a basis that will result in a recovery of the direct costs incurred by 
the Administration. 

Sec. 21. There are hereby authorized to be appropriated such sums as may be 
necessary and appropriate for the carrying out of the provisions and purposes of 
this Act. 

Sec. 22. Section 714 (a) (4) of the Defense Production Act of 1950, as amended, 
is amended by striking out ‘‘beyond June 30, 1953’’, and inserting in lieu thereof 
“beyond thirty days after the date of enactment of the Small Business Act of 
1953”, 

Suc. 23. If any provision of this Act, or the application thereof to any person or 
circumstances, is held invalid, the remainder of this Act, and the application of 
such provision to other persons or circumstances, shall not be affected thereby. 








SumMMARY oF 8, 1523 
S. 1523, introduced by Senator Thye. 

Title.—‘‘Small Business Act of 1953.” 

This proposed bill would set up a Small Business Administration which incor- 
porates many features of the present Small Defense Plants Administration, and in 
addition thereto, functions now performed by the RFC. The lending functions 
are limited to small businesses as defined in the bill. The Small Business Adminis- 
tration would be an independent agency, operated under the supervision and direc- 
tion of the President. An Administrator would be appointed by the President by 
and with the advice and consent of the Senate with an annual salary of $17,500 

Small business as defined in this Act would be limited to those businesses that 
qualify under the following criteria: 

(a) Independency of ownership and operation. 

(b) Number of employees. 

(c) Dollar volume of business and non-dominance in its field. 

The lending functions of the Administration are similar in nature in many 
respects to the present lending functions of the RFC, except that the dollar amount 
of loans are severely restricted and the borrowers are restricted to small business. 
The Administration is entitled to obtain from the Treasury money not to exceed 
$150 million outstanding at any one time. This money is to be placed in a 
revolving fund, $100,000,000 to be used as a source for loans to small business and 
$50,000,000 to finance contracts taken by the Administration. The loans are to 
be made by the Administrator in accordance with policy set up by a Small Business 
Loan Policy Board composed of the Secretary of the Treasury, Secretary of Com- 
merce, and the Administrator. 











14 GOVERNMENT LENDING AGENCIES 


Loans are to be made to small business for the following purposes: 

1. Finance plant construction. 

2. Conversion or construction including acquisition of land. 

3. Finance acquisition of equipment or facilities, machinery, supplies or ma- 
terial 

+. Finance research, development and experimental work. 

5. For working capital for the purpose of producing war materials or essential 
civilian production as may be necessary to insure a well-balanced national econ- 
omy 

Loans may be made directly or participating loans with banks or other lending 
institutions 

Limitations upon lending powers are as follows: 

|. Financing must not be available elsewhere on reasonable terms 

2. Loans must be of sound value and adequately secured 
;. Loans limited to $100,000 to any one borrower 
4. Maximum maturity 10 years. 

5. Deferred participation loans limited to 70% of loan at time of disbursement 
if loan under $100,000 and limited to 60° of such loan if total is over $100.000 

; ion is granted the power which the SDPA presently has to enter 


he United States for furnishing of materials and services and 











performance of such contracts by negotiating subcontracts 

s Also, the Administration is to provide technical and 

1anagerial aids to small business in connection with obtaining and performing 

Government contracts. In the event the Administration certifies to procurement 

officers of the Government that the Administration is competent to perform a 

contract, the contract shall be let to the Administration upon negotiated terms 
between the Administration and the procurement officer 


TI Administration must have complete information as to capabilities of small 





pu ess e country and shail con t witn ¢ ther departments of the Govern- 
i p ies affectir ll concerns. The Administration in 
e event of allocations shall obtain from suppliers information as to the method 
fill rcers v en it appears small Dusiness is nable to obtain its fair share 
such materials It shall further recommend to Federal agencies policies insur- 

ng a fair and «¢ table share of such materials to smali business. 
Certification of a small business or production pools as to capacity and credit 


to a procurement agency shall be conclusive 








Small business sha contract which the Administration and the 
procurement ace i De 
1. Necessary for full mobili yn of productive capacity 
2. In the interest of defense programs 
In the interest of a -baianced national economy. 
l \ inistration shall make a detailed report every 6 months to the President 


and to the Congress, setting forth names of business concerns to whom contracts 
if ¥ ig is arranged, together with the amounts involved. 

lhe President may transfer to the Administration any functions, powers, and 
duties of any department or agency which relate primarily to small-business 


Phe RFC, after the enactment of this act, shall cease to make any small-busi- 
ness loans and shall transmit requests for such loans to the Small Business Ad- 
ministration for its consideration and possible action. 
This act provides that the SDPA shall cease to exist 30 days after enactment 
the Small Business Act of 1953. 





SECTIONAL ANALYsIs OF 8S. 1523 


g, mar 
Title Small Business Act of 1953.” 
section 
Declaration of policy.—Essence of American economic system of private enter- 
prise is free competition Government should aid small business in order to 


preserve free competitive enterprise 
Section 3 
In determining whether a concern is small business or not, Administration to use 
lowing criteria: 
l lr depender ev of ow! ership 
2. Number of emplovees 
$. Dollar volume of business and nondominance in its field 


fatal 
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Section 4 (a) 

Independent agency under the name ‘Small Business Administration’’ estab- 
lished Principal office in District of Columbia with right to establish branches 
in other parts of the United States. 


Section 4 (b) 


Administration authorized to obtain from Treasury total of money not to 
exceed $150 million at any one time A total not to exceed $100 milllion out 
standing at any one time to be used for the purposes outlined in section 7 (a) of 
this bill. Aggregate of $50 million outstanding at any one time to be used for 
purposes enumerated in sections 7 (b) and (ce 

{epayments to the Administration to revert to a revolving fund for use for 
the same purposes 


Section 4 (ce 


Federal Reserve banks authorized and directed to act as depositaries, custodians, 
and fiscal agents for the Administration 
Section 5 (a 

Administrator to be appointed by the President by and with the consent of the 
Senate. Administrator to have an annual salary of $17,500 Administrator 
authorized to appoint 3 Deputy Administrators at annual salaries of $15,000 


Section 4 (b) 


Administrator authorized to select and appoint officers, employees, attorneys, 
and agents of the Administration 


Section 4 (c) 


Experts or consultants may be employed temporarily without regard to civil 
service laws and Classification Act of 1949 


Section 6 


Administrator may 

(a) Sue and be sued in State and Federal courts 

(b) Dispose of by sale any evidence of debt, contract, claim, personal property, 
or security assigned to or held in connection with payment of loans and collect or 
compromise all obligations owed to the Administration; 

(c) Manage, lease, rent, or dispose of by sale any real property owned by 
Administration ; 

(d) Forclose any mortgage, if necessary, or collect any debt owed to the Admin- 
istration. Administrator authorized to execute deeds on real property on behalf 
of the Administration; 

(e) Maintain integral set of accounts to be audited by General Accounting 
Office : 

(f) Acquire any property, real or personal, necessary to carryout the provisions 
of this Act; 

(g) Take any and all action necessary in making, servicing, compromising, 
modifying, liquidating, or otherwise dealing with or realizing on loans or advances 
made under provisions of this Act 


Section 7 


The Administration is empowered 

a) To make loans or advances, in accordance with general policies prescribed 
by a Small Business Loan Policy Board to be composed of Secretaries of Treasury, 
Commerce, and the Administrator. Loans are to be made to small business for 
the following reasons: 


1. Finance plant construction 
9 ‘ 


g acquisition of land 
3. Finance acquisition of equipment, machinery, supplies, or materials 
1. Finance research, development and experimental work 

5. Working capital for the purpose of producing war materials, defense 
essential civilian production as may be necessary to insure a well-balanced national 
economy. Loans may be made directly or through participating loans with banks 
or other lending institutions. 

Limitations upon lending powers are as follows 


Conversion or construction, ineludin 


(1) Financial assistance must not be available elsewhere on reasonable terms 
and loans must be of sound value and adequately secured; 
(2) Loans limited to $100,000 to any one borrower with maximum maturity of 


10 years; 
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Certification of a small business or production pool as to capacity and ¢ iit 
4 procurement agen¢ as to a specific Government procurement contract shall 
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Section 14 
Small business shall receive any contract which the Administration and procure- 
ent agencies determine to be (1) necessary for full mobilization of productive 
sapacity; (2) in the interest of defense programs; (3) in the interest of a well 


balanced national economy. 


Section 16 (a) 

Anyone guilty of fraudulent action in obtaining a loan subject to fine of not 
more than $5,000, or by imprisonment for not more than 2 years, or both 
Section 18 (b) 

Anyone connected in any capacity with the Administration who (a) embezzles 
or converts funds or profits of the Administration; (6) falsifies records; or (c) par- 
ticipates in the profits of any contract with the Administration; or (d) gives un- 
authorized information, shall be punished by a fine of not more than $10,000, or 


imprisonment of not more than five years, or both 


lion 16 
Administration shall make a detailed report every six months to the President 
ind to the Congre etting forth names of business concerns to whom contracts 





are let and for whom financing is arranged together with the amounts involved 


Section 17? 
Administration empowered to make studies of any economic controls imposed 
upon business and if it finds such controls discriminate against small business to 


make recommendations to the appropriate Federal agency for adjustment, 


Section 18 (a) 
President may transfer to the Administration any functions, powers, and duties 


of any Department or agency relating primarily to small business. 


Section 18 (6 
President may provide for transfer of records and personnel from SDPA to the 
Administration during the period of the liquidation of SDPA. 


Section 19 

No loan shall be recommended or any facility or service furnished by the 
Administration to any business unless the owners, partners, or Officers of such 
business (1) certify to the Administration the names of any attorneys or expediters 
employed by the business in handling such requests for aid; (2) enters into an 
agreement that for two years after any assistance is rendered by the Administra- 
tion that no offer of employment will be tendered to any officer or employee of 
the Administration. 
Section 20 

Administration to make fair charge for use of Government property and let 
contracts On as self-sustaining basis as possible. 
Section 21 

Authorizes necessary appropriations, 


2 


Small Defense Plants Administration shall cease to exist 30 days after enact 
ment of the Small Business Act of 1953. 


Section 


Section 23 


Saving clause if any portion of act found to be unconstitutional. 


{S, 1559, 838d Cong., Ist sess.] 
A BILL To amend section 13b of the Federal Reserve Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 13b of the Federal Reserve Act 
(U. 8. C., title 12, sec. 352a) is hereby amended to read as follows: 

“Sec. 13b. (a) Subject to such limitations, restrictions, and regulations as 
the Board of Governors of the Federal Reserve System may prescribe, any 
Federal Reserve bank may guarantee any chartered banking institution against 
loss of principal or interest on, or may make a commitment to purchase and 
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thereafter purchase from a chartered banking institution, any loan made to a 
business enterprise which has a maturity of not more than ten years, when it 
appears to the satisfaction of such Federal Reserve bank that the business enter- 
prise is unable to obtain requisite financial assistance on a reasonable basis from 


the usual sources No Federal Reserve bank under this section shall guarantee 
or make a commitment to purchase more than 90 per centum of the unpaid balance 
ol ar loan 

b) The aggregate amount of guaranties and commitments of the Federal 
Reserve banks under this section outstanding at any one time, together with the 
amount of loans acquired thereunder and held by them at the same time, shall 
ot exceed the combined surplus of the Federal Reserve banks at such time 


and the aggregate amount of such guaranties and commitments outstanding at 


anv one time and loans held at the same time, which individuallv are in excess 
of $100,000, shall not exceed 50 per centum of the combined surplus of the Federal 





c) No Federal Reserve bank shall make any guaranty or commitment under 
this section after Jur ,0. 1958. but tt shall not aff t the power of any Fede ral 
Reserve bank to d rse funds under, or carry out, ar guaranty or commuit- 
ment made pursuant to this section prior to or on such date, or to take any 
action deemed by it to be necessary to preserve or protect its interests in an‘ 


amounts advanced or paid out in carrying on operations under this section. 





( Anv ] I e, neticnel berki £ SS¢ £tic! I rert of which is subject 
to ®. guerenty or mmitment to rurchese by 2 Federel Reserve berk }; ursuent 
O tDIS Fecticl not be subject to the restrictions or limitetions on reel estate 
loers prescribed ection 24 of the Federel Reserve Act, 2s eamended 

Withir 1 ! fter the enectment of this amendment, eech Federel 
Reserve berk shell pay to the United Stetes the eggregete mount which the 
Secretory of the Treesurv hes heretofore reid to such berk uncer the rrovisions 
of this section es heretofore existing; end such peyment shell constitute » full 
discherge of 21 bligetion or lirbilitv of the Federel Reserve benk to the United 
Stetes or to the Secretory of the iry e#rising out of subsection (e) of this 
section 2s heretofore existing or o Pnv egreement thereunder. The emounts 
rere.id to the United Stetes pursuent to this section end eny remeining belence 
of the fur et eside in the Treesury for payments under this section es heretofore 
existing shell be covered into miscellaneous receipt Kech Federel Reserve 


bark st ll continue to have power to cerry out. or to rrotect its interest ul der 
' ’ ; 
any egreement heretofore made in carrying on operations under this section as 


heretofore existi1 





SUMMARY AND ANALysis oF 8S. 1559 





oduced by Senator Robertson, to amend section 13b of the Federal 
i for other purposes 
the Federal Reserve to guarantee loans made by banking 
titutions or to make commitments to purchase such loans. Maturity of loans 
to b t more than 10 year Limitations on guaranteeing or commitments to 
purchase a 
1. J ness enterprise must be unal to obtain requisite financial assistance 
n a reasonable basis from t A f 
2. Guaranty o mmitment to pu ase may not be more than 90 percent 
a it 41a i 
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Che total amount that the Treasury was authorized to pay to the banks was 
$139.299.557 and represents the amount that the Federal Reserve banks had 
paid for the capital stock of the Federal Deposit Insurance Corporation The 
inds so paid to the Treasury shall be covered into miscellaneous receipts, 


[S. 1771, 83d Cong., Ist ses 
A BILL To authorize creation of small-bu ess insurance and investment corporatio 


Be it enacted by the Senate and House of Representatives of the United States of 
{merica in Congress assembled, That this Act may be cited as the “Small Business 


=<? 


Insurance and Investment Corporation Act of 1953 
DECLARATION OF POLICY 


Sec. 2. The Congress is of the opinion that. in order to encourage the maximum 
levelopment of American free enterprise and to provide through private means a 
ethod of assisting the development of small business in the American economy 


lation st ould be a 





lopted, affording opportunity for private capital to invest 





in the development of small-business enterprises free of the numerous statutory 


re riction which presen lv hamper such investment The purpose of thi Act 
is to enable the creation of insurance and investment corporations financed 
primarily by private capital and having limited resort to the support of funds of 


the Federal Government through borrowing from the Federal Treasury only in the 
vent the private capital and surplus of the investment corporation prove in- 
ficient to meet its needs as a going concern 


mE 3. For the purposes of this Act. corporations may he organized in accor 


ance with the laws of anv State or Territory of the United States or the District of 


Columbia The articles of incorporation shall expressly provide that the primar 
function of such corporation shall be the granting of financial and other assistance 
to small-business concerns in accordance with the provisions of this Act 

SEC { a) A ecopy of the articles of incorporation and of each amendment 


thereto, certified by an appropriate official in the jurisdiction in which it shall have 


been incorporated, shall be forwarded to the Secretary of the Treasury as soon a 








possible after the corporation shall have been created or after the amendment s} 
have been adopted, as the case may be 

b) The Secretary of the Treasury shall examine such articles of incorporatiot 
and each such amendment in order to ascertain that the corporation is created and 


maintained as a bona fide means of providing financial and other assistance for 


small-business concerns; and shall consider, among other things, the area of opera- 








tions of the corporation, its equity capital and debt structure, ownership and 
control of its voting securities, and the respective participations of corporate 
stock in the profits of the corporation 

c) Upon issuance to any such corporation of a certificate of approval by the 
secretary of the Treasury, 1 corporation is authorized to borrow from the 








Treasury, and the Secretary of the Treasury is authorized and directed to lend to 
such corporation on such terms as may be fixed by the corporation and the Secre- 
tary of the Treasury, such funds as in the judgment of the corporation and the 
Secretary of the Treasury are from time to time required to meet previous com 


mitments of the corporation not exceeding the amount of the paid-in capital and 
surplus of any individual corporation outstanding at any one time and not 
exceeding in the aggregate $1.000.000.000 outstanding at any one time: P led, 
That the ra d 


to this section sl 





te of interest to be che in connection with any loan made pursuant 








ll be the current average rate on outstanding marketable and 


gations of the United States of a like term as the loan as of the 






nonmarketable obli 


last day of the month preceding the making of such loan. For the repayment of 
any such loan, the Treasury shall be entitled to the priority available to the United 

States pursuant to section 3466 of the Revised Statutes (U.S. C., title 31, sec. 191 
SE 5 a Corporations ere ated purs ant to this Act are author ed to pur 
chase the obligations of and make loans to anv small-business concern for busines 
purposes, to participate in such purchases of obligations and loans with private 
lenders or lending institutions on an immediate or deferred basis, and to guarante¢ 
ire private lenders or lending institutions against loss on such purchases of 


ations and loans 
b) For the purposes of this Act, a small-business concern shall be deemed t 
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its field of operation, due regard being given to its number of employees and 
dollar volume of business. 

(c) The purpose, terms, and conditions of such purchases and loans, guaranties, 
participations, and insurance shall be subject to approval by the Secretary of the 
Treasury before they can qualify to partake of the benefit of the proceeds of 
borrowing authorized pursuant to the provisions of section 4 (c) of this Act. 

d) In no case shall guaranties and insurance issued by a corporation together 
exceed 15 per centum of the total amount of such purchases or loans to any one 
seller or borrower 

(e) In no case shall any corporation’s obligations incurred under this Act out- 
standing at any time exceed an amount equal to twice its paid-in capital and 
surplus : 

Sec. 6. Any corporation meeting the requirements of this Act shall be exempt 
from all Federal income tax on 10 per centum of its annual net operating income 
derived directly or indirectly from its financial aid to small-business concerns. 

Sec. 7. Any corporation meeting the requirements of this Act may provide 
technical and managerial aids to small-business concerns either without compen- 
sation or for not more than a reasonable charge approved by the Secretary of the 
Treasury 

Sec. 8. Any provision of law to the contrary notwithstanding, any national 
banking association or other financial institution or any other business organized 
for profit under the laws of any State, Territory, or possession of the United States, 
or of the District of Columbia, or of the United States, may purchase for its own 
aceount, deal in, or underwrite stock or securities issued by any such corporation 
without limitation as to the capita) stock or surplus of the association, institution 
or business purchasing, dealing in, or underwriting such stock or securities. 

Sec. 9. Securities of any such corporation approved by the Secretary of the 
Treasury are lawful investments and may be accepted as security for all fiduciary, 
trust, and public funds, the investment or deposit of which shall be under the 
authority or control of the United States or any officer thereof. 

Sec. 10. (a) With approval of the Secretary of the Treasury, any such corpor- 
ation may issue bonds not exceeding in amount the paid-in capital stock and 
surplus of such corporation, having maturity dates not over forty years from date 
of issue and bearing interest at not more than 314 per centum per annum. 

(b) Such bonds may be issued and sold in amounts and prices approved by the 
Secretary of the Treasury, all bonds having equal rank. 

(ce) No bonds shall be sold below par. 

d) Such bonds may carry a privilege of redemption. 

e) Such bonds shail be fully and unconditionally guaranteed both as to prin- 
cipal and interest by the United States of America and such guaranty shall be 
expressed on the face of such bonds. 

f) In the event the corporation does not pay upon demand when due the 
principal or interest on such bonds, the Secretary of the Treasury shall pay the 
holder the amount thereof, which is hereby authorized to be appropriated out of 
any moneys in the United States Treasury not otherwise appropriated. There- 
upon, to the extent of the amount so paid, the Secretary of the Treasury shall 
succeed to all rights of holders of such bonds. 

g) In no event shall the aggregate amount of such bonds guaranteed by the 
United States of America exceed $1,000,000,000. 

(h) The issuing corporation shall have the power to purchase such bonds in the 
open market at any time and at any price. 

Sec. 11. In the formation and conduct of the business of any such corporation, 
the corporation and its incorporators, officers, employees, and agents shall be ex- 
empt from the prohibitions of the antitrust laws or the Federal Trade Commission 
Act of the United States, upon approval of the Attorney General of the United 
States and the Chairman of the Federal Trade Commission in response to an 
application for such exemption submitted on behalf of and in the name of such 
corporation. Such approval shall be granted upon a finding that the formation of 
such corporation is in the public interest as a bona fide contribution to the en- 
couragement of participation of smell business in trade, commerce, and agriculture. 
Any such approval may be reexamined and withdrawn for cause in the discretion 
of the Attorney General and the Chairman of the Federal Trade Commission. 

Sec. 12. Federal officials may delegate any power or authority conferred upon 
them by this Act to any officer or agency of the Federal Government, may author- 
ize similar redelegations of such power or authority, and may utilize the services 
of other Federal and State and local agencies. 
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SuMMARY OF 8. 1771 


1771, introduced by Senator Frear on April 27, 1953. 

Title—Small Business Insurance and Investment Corporation Act of 1953. 

This bill deals with corporations formed under State laws to aid small business 
by direct or participating loans, purchases of obligations, and guarantee or insur- 
ann of loans and purchs uses of obligations. Upon approval of their operations 
by the Secretary of the Treasury, these corporations may borrow from the Federal 
Treasury only when necessary to meet past commitments of the corporations. 
Each corporation is prohibited from incurring obligations exceeding twice its paid- 
in capital and surplus, and its borrowings from the Treasury cannot exceed its 
paid-in capital and surplus. Total borrowings from the Treasury cannot exceed 
$1 billion for all corporations. If the Secretary of yon approves, each cor- 
poration may issue bonds fully guaranteed by the Government This power is 
limited by the prohibition against a corporation incurring obligations exceeding 
twice its paid-in capital and surplus, Total bonds issue dare limited to $1 billion. 

Incentives are given private c apital to operate such corporations. Ten percent 
of each corporation’s net operating income is exempt from Federal income tax 
Antitrust exe mptions are provided upon approv al by the Attorney General and 
the Federal Trade Commission Chairman. Corporation securities are m: ade law- 
ful investments for Federal funds. Statutory restrictions which hamper banks 
and other business organizations from investing in such corporations are removed 
by the bill. 





SECTIONAL ANALYsIS OF S. 1771 
Section 1 
Title.—‘‘Small Business Insurance and Investment Corporation Act of 1953.” 


Section 2 ‘ 
Declaration of policy.—To develop free enterprise and small business through 
private capital with limited resort to borrowing from Federal Treasury as needed 


Section 3 
Corporation may be organized under State laws. Primary function to grant 
assistance to small business concerns. 


Section 4 (a) 

Certified articles of incorporation and amendments to be forwarded to Secretary 
of Treasury. 
Section 4 (b) 

Secretary of Treasury to examine same to ascertain corporation operates as 
bona fide means of aiding small business. Factors to be considered—area of 
operations, equity capital and debt structure, ownership and control of voting 
securities and respective participations of stock in corporate profits. 


Section 4 (c) 


If Secretary of Treasury issues certificate of approval, corporation authorized 
to borrow from Treasury and Secretary of Treasury cirected to lend corporation 
funds he and corporation deem req! uired to meet previous corporation commit- 
ments. ‘Treasury loan limit for any corporation is amount of paid capital and 
surplus. Aggregate loan limit $1 billion outstanding at any one time. Terms 
of loan to be fixed by corporation and Secretary of Treasury. Interest rate of 
loan to be current average rate on U.S. obligations of like term asloan. Treasury 
given priority for repayment of loan. 


Section 5 (a) 

Corporation authorized to buy obligations of and make loans to small business 
concerns for business purposes. Also authorized to participate in such purchases 
and loans with private lenders on immediate or deferred basis Also authorized 
to guarantee or insure private lenders against loss on purchases of small business 
obligations or loans to small business. 


Section & (b) 
Defines small business as one independently owned and ope rated, not dominant 


in its field of operation, due regard being given to number of employees and dollar 
volume of business. 
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Section 12 


Federal officials may delegate and redelegate authority to Federal officers o1 
agencies and may use services of other Federal, State, and local agencies. 





[S. 1907, 83d Cong., Ist sess.] 


4 BILL To establish corporations to assist financial institutions in making credit available to commercial 
and industrial enterprises and to provide capital for such enterprises 


Be it enacted by the Senale and House of Representatives of the United States of 
imerica in Congress assembled, That section 13b of the Federal Reserve Act is 
amended to read as follows: 

“Spee. 13b. 1. PurProse The general purpose of this section, as amended, in 
the light of which its provisions shall be construed and applied, is to provide a 
means for supplementing the existing financial activities of banks and other 
financial institutions by the establishment of one or more regional investing 
corporations, privately owned and managed, their formation to be facilitated by 
authorizing the purchase of their capital stock by the Federal Reserve banks 
with a view to the ultimate disposal of such capital stock by the Federal Reserve 
banks to member banks of the Federal Reserve System and to other private 
investors. Such corporations shall be authorized to invest in and make loans to 
both small and independent business enterprises organized upon sound business 
principles which supply an economically useful product or service, where the in- 
vestment in or loans to such enterprises are in the interest of the national defense 
during periods of national emergency, or are desirable to promote the growth and 
expansion of such enterprises. 

“2. NaTIONAL INVESTMENT Apvisorny CounciL.—(a) There is hereby estab- 
lished a National Investment Advisory Council, hereinafter called the ‘Council’, 
which shall consist of the Secretary of the Treasury, the Secretary of Commerce, 
who shall be Chairman of the Council, and the Chairman of the Board of Gover- 
nors of the Federal Reserve System. The Council shall advise and consult with 
the Board of Governors of the Federal Reserve System and make recommenda- 
tions to that Board from time to time with respect to the operations of the 
corporations organized under this Act, the lending and investment policies of 
such corporations, and the administration of the provisions of this section 

“3. ELiGcinLeE Enrerprises.—The Secretary of Commerce shall promulgate 
standards to determine the eligibility of small or independent business enter- 
prises for the purposes of this section. In promulgating such standards, which 
may differ according to the types of financing or other relevant factors, there 
shall be considered the relative size and position of businesses in relation to the 
trade or industry in which they are engaged, the size and nature of the area of 
their operations, the size and independence of the group supplying capital or 
holding ownership or control of the business, and the independence of their 
management; and no enterprise shall be considered to be a small or an inde- 
pendent business enterprise which is affiliated through stock ownership or other- 
wise with any other enterprise which is determined to be dominant in the trade 
or industry or field of business in which it is engaged, unless such other enterprise 
otherwise qualifies as a small or independent business enterprise under this 
section. 

“4. ORGANIZATION OF CoRPORATIONS.—(a) Corporations, not exceeding in 
number the total number of Federal Reserve banks and branches thereof, organ- 
ized for the purpose of operating under this section, may be organized by any 
number of persons not less than five, who shall subscribe to the articles of incor- 
poration; except that any such corporation in whose stock one or more Federal 
Reserve banks invest shall be formed by a Federal Reserve bank, which alone 
shall subscribe to the articles of incorporation. The articles of incorporation of 
such corporation shall specify in general terms the objects for which the cor- 
poration is formed and may contain any other provisions not inconsistent with 
this section that the corporation may see fit to adopt for the regulation of its 
business and the conduct of its affairs, including provision for cumulative voting 
in the election of directors. Such articles shall be subject to the approval of the 
Board of Governors of the Federal Reserve System, and with such approval may 
be amended from’ time to time, Articles of incorporation and amendments 
thereto shall be forwarded to the Board of Governors for consideration and 
approval or disapproval. Such articles shall specifically state— 

‘first, the name assumed by such corporation; 
“second, the area or areas where its operations are to be carried on, which 
may be anywhere within the United States, its Territories and island pos- 
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sessions, but as long as any of its stock is owned by any Federal Reserve 
bank, the Board may restrict the geographical area of its operations; 
“third, the place where its principal office is to be located, which shall be 
within the Federal Reserve distriet in which it is established; and 
“fourth, the amount of its capital stock and the number and classes of 
shares into which the same shall be divided, with or without par value, and 
the respective participations of such shares in the profits of the corporation. 
“(b) In determining whether to approve the establishment of such a corporation 
and its proposed articles of incorporation, the Board of Governors shall give due 
regard, among other things, to the need for the financing of small and inde- 
pendent business enterprises in the place or places where the proposed corporation 
is to commence operations, the general character of the proposed management 
of such corporation, the number of such corporations previously organized in 
the United States, and the volume of their operations. After consideration of 
all relevant factors, the Board of Governors may approve the articles of ineor- 
poration and issue a permit to begin business. Upon issuance of such a permit, 
the corporation shall thereafter become and be a body corporate and, as such, 
and in the name designated therein, shall have power to adopt and use a cor- 
porate seal; to have succession for a period of thirty years, unless extended as 
provided in this section, or unless sooner dissolved by the act of the shareholders 
owning two-thirds of the stock or by an Act of Congress or unless its franchise 
becomes forfeited by some violation of law; to make contracts; to sue and be 
sued; complain, and defend in any court of law or equity; by its board of directors, 
to appoint such officers and employees as may be deemed proper, define their 
authority and duties, require bonds of them as it deems advisable, and fix the 
penalty thereof, dismiss such officers or employees, or any thereof, at pleasure 
and appoint others to fill their places; to adopt by laws regulating the manner in 
which its stock shall be transferred, its officers and employees appointed, its 
property transferred, and the privileges granted to it by law exercised and en- 
joved; to establish branch offices or agencies subject to the approval of the Board; 
to acquire, hold, operate, and dispose of any property (real, personal, or mixed) 
whenever necessary or appropriate to the carrying out of its lawful functions; 
to act as depository or fiseal agent of the United States when so designated by 
the Secretary of the Treasury; to operate in such Federal Reserve district or 
districts or Territories or possessions of the United States as may be specified 
in its articles of incorporation; and shall have the other powers set forth in this 
section and such incidental powers as may be reasonably necessary to carry on 
the business for which the corporation is established. 

‘“(e) The board of directors of each corporation organized under this section 
shall consist of nine members, all of whom shall be elected annually by the holders 
of the shares of stock of the corporation authorized and issued under the pro- 
visions of this section. Subject to the provisions of this section the directors of 
any corporation organized under this section shall have wide discretion in directing 
the affairs of such corporation to carry out the purposes of this section. 

“5. CaprtaL Stock Provistons.—Each corporation organized under this 
section shall have a paid-in capital and surplus equal to at least $5,000,000 before 
it shall commence business. Each Federal Reserve bank which organizes a 
corporation under this section shall invest in shares of stock of such corporation 
in an amount equal to at least $5,000,000, or an amount which, when added to 
the amounts, if any, of shares subscribed by other Federal Reserve banks. member 
banks, nonmember banks, financial institutions, corporations, partnerships, or 
other persons, shall equal the sum of $5,000,000; and each Federal Reserve bank 
is hereby authorized, notwithstanding any other provisions of law, to invest in 
the shares of stock of one or more corporations organized under this section: 
Provided: That in no event shall any Federal Reserve bank invest in shares of 
corporations organized under this Act if as a result thereof it will hold an amount 
of such shares aggregating more than 2 per centum of the aggregate amount of the 
combined capital and surplus of all its member banks, or $5,000,000, whichever 
is greater. The shares of stock in any corporations organized under this Act 
shall be eligible for purchase by member banks of the Federal Reserve System 
and each such member bank is hereby authorized, notwithstanding any other 
provision of Federal law, to acquire and hold an amount of such shares equal to 
not more than 2 per centum of the capital and surplus of such member bank 
Subject to the provisions of this section, any nonmember bank, financial insti- 
tution, corporation, partnership, or other person may acquire shares of stock in 
any corporations organized under this Act. Upon the demand of any member 
bank, a Federal Reserve bank which holds shares of stock in a corporation 
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organized under this Act shall, with the approval of the Board of Governors, sell 
to such member bank all or a portion of such shares up to the amount which such 
member bank is authorized to acquire and hold under the provisions of this 
paragraph; and a Federal Reserve bank holding such shares of steck may, with 

he approval of the Board of Governors, sell such shares to any nonmember bank 
financial institution, corporation, partnership, or to any other person. The price 
at which such shares may be sold by a Federal Reserve bank under this paragraph 
shall be subject to the approval of the Board of Governors. The aggregate 
amount of shares in any such ag geen or corporations which may be owned 
or controlled by any member bank, by any nonmember bank, financial institution, 
.orporation, partnership, or by any other person, or by any group or class of 
persons, may be limited by the Board in accordance with its general policies; 
ind no one stockholder, other than a Federal Reserve bank, shall at any time, 
without the approval of the Board in accordance with such policies, own or control 
more than 10 per centum of the total outstanding shares of any such corporation. 

“6. BoRROWING PowrER.—FEach corporation shall have authority to borrow 
money and to issue its debentures, bonds, promissory notes, or other obligations 
ider such general conditions and subject to such limitations and regulations as 
ie Board of Governors may prescribe, but in no event shall any such corporation 
issue Obligations which would cause the amount outstanding at any one time to 
exceed the amount of its paid-in capital stock and surplus. Notwithstanding any 
limitation contained in section 5136 of the Revised Statutes, each member bank 

authorized to purchase and hold obligations of corporations organized under 
his section in an aggregate amount not exceeding 10 per centum of such bank’s 
capital and surplus. 

‘7, Direct Loans.—Each oe ‘tion shall have authority to make or acquire 
loans with or without security to both small and independent business enterprises 
which are eligible therefor, or to purchase obligations of such enterprises. Such 
oans, purchases, or other acquisitions m»y be made either directly or in coopera- 
tion with banks or other lending institutions, through agreements to participate 
or by the purchase of participations, commitments to purchase, or otherwise, as 
the corpors.tion may determine. 

“8. Equity Frnancine.—Each corporation shall have authority to purchase 
and to resell to the issuer or to others, the income debentures, common or preferred 
tocks, or other capital shares of small and independent business enterprises 
eligible under this section. 

“9 AGGREGATE LimITaTIOn.— Without the approval of the Board of Governors, 
the aggregate amount of obligations or securities acquired or for which commit- 
ments may be issued by the corporation under the prov sions of this section which 


exceed the sum of $300,000 for any single enterprise shall not exceed 334 per 
centum of the combined c»pital and surplus and en indebtedness of the 
corporation authorized by ‘this section. 

“10. Exemptions.—(a) The loans of any national banking association which 


are purchased by the corporstion or for iw. -h a commitment to purchase is issued 
hereunder shall not be subject to the limitations on real-estate loans prescribed 
in section 24 of the Federal Reserve Act as amended. 

“(b) Paragraph (2) of subsection (a) of section 3 of the Securities Act of 1933, 
as amended, is hereby amended by adding at the end of such paragraph the 
following: ‘or any security issued by or representing an interest in or a direct 
obligation of a corporation organized under section 13b of the Federal Reserve Act 
as amended;’. Paragraph (3) of subsection (c) of section 3 of the Investment 
Company Act of 1940, as amended, is hereby amended by changing the period 
at the end of such paragraph to a semicolon and adding the following: ‘or any 
corporation organize a under section 13b of the Federal Reserve Act, as amended’ 
Paragraph (4) of subsection (a) of section 304 of the Trust Indenture Act of 1939 
is hereby amended by changing the semicolon at the end of such paragraph to a 
comma and adding the following: ‘or any security issued by or representing an 
interest in or a direct obligation of a corporation organized under section 13b of 
the Federal Reserve Act, as amended;’ 

‘““(e) The corporation, its franchise, loans, and other assets, its capital stock, its 
surplus, its reserves, and its income, shall be exempt for a period of fifteen years 
from the date of its charter from all taxation now or hereafter imposed by the 
United States, by any Territory, dependency, or possession thereof, or by any 
State, county, municipality, or other taxing authority; except that any real 
property of the corporation shall be subject to State, Territorial, county, munici- 
pal, or local taxation to the same extent according to its value as other real 
property is taxed. 
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“11, MisceLLangous.—(a) Wherever practicable the financing operations of 
the corporation shall be undertaken in cooperation with member banks of the 
Federal Reserve System or with other banks or financial institutions, and any 
initial investigation and servicing required for loans or purchases of securities by 
the corporation under the provisions of this section may be handled through such 
banks or other financial institutions on a fee basis. 

“(b) The corporation may make use, wherever practicable, of the advisory 
services of the Federal Reserve System and of the Department of Commerce 
which are available for and useful to industrial and commercial business2s, and 
may provide consulting and advising services on a fee basis and have on its staff 
persons competent to provide such services. Subject to the supervision and 
direction of the Board of Governors of the Federal Reserve System any Federal 
teserve bank is authorized to act as a depository or fiscal agent for any cor- 
poration organized under this section. Such corporations may invest funds not 
reasonably needed for their current operations in direct obligations of, or obliga- 
tions guaranteed as to principal and interest by, the United States. 

‘(c) The Board of Governors is authorized to prescribe regulations, not incon- 

sistent with general policies established by the Council, governing the operations 
of national investment companies and to carry out the provisions of this section 
in accordance with its purposes. 
d) Each corporation shall be subject to examinations made by direction of 
the Board of Governors of the Federal Reserve System or by a Federal Reserve 
bank designated by the Board by examiners selected or approved by the Board, 
the cost of such examinations, including the compensation of the examiners, to be 
fixed by the Board and to be paid by the corporation examined; and every such 
c>rporation shall make such reports to the Board of Governors at such times and 
in such form as the Board may require. 

‘(e) Should any corporation organized hereunder violate or fail to comply with 
any of the provisions of this section, all of its rights, privileges, and franchises 
derived herefrom may thereby be forfeited. Before any such corporation shall 
b> declared dissolved, or its rights, privileges, and franchises forfeited, any non- 
conpliance with, or violation of, this section shall, however, be determined and 
adjudged by a court of the United States of competent jurisdiction, in a suit 
brought for that purpose in the district or Territory in which the principal office 
of such corporation is located, which suit shall be brought by the United States 
at the instance of the Board of Governors of the Federal Reserve System or the 
Attorney General 

“(f) Any corporation organized under this section may at any time within the 
two years next previous to the date of the expiration of its corporate existence, 
by a vote of the shareholders owning two-thirds of its stock, apply to the Board 
of Governors for its approval to extend the period of its corporate existence for a 
term of not more than thirty years, and upon certified approval of the Board of 
Governors such corporation shall have its corporate existence for such extended 
period unless sooner dissolved by the act of the shareholders owning two-thirds 
of its stock, or by an Act of Congress or unless its franchise becomes forfeited as 
herein provided. 

“(9) Whenever in the’ judgment of the Board of Governors of the Federal 
Reserve System any person has engaged or is about to engage in any acts or 
practices which constitute or will constitute a violation of any provision of this 
section or of any regulation thereunder, the Board may make application to the 
proper district court of the United States, or the United States courts of any 
Territory or other place subject to the jurisdiction of the United States, for an 
order enjoining such acts or practices, or for an order enforcing compliance with 
such provision, and such courts shall have jurisdiction of such actions and upon 
a showing by the Board that such person has engaged or is about to engage in 
any such acts or practices a permanent or temporary injunction, restraining 
order, or other order shall be granted without bond. 

““(h) Section 1014 of title 18 of the United States Code is amended by inserting 
the phrase ‘or a corporation organized under section 13b of the Federal Reserve 
Act’ after the words ‘Federal Reserve bank’. 

(i) Notwithstanding this amendment to this section 13b, the Federal Reserve 
banks, for a period of one year following the effective date of this amendment, 
shall continue to possess and have the right to exercise all authority conferred 
upon them by the provisions of this section as it existed prior to the effective date 
of this amendment. Nothing herein shall affect the power of any Federal Reserve 
bank to carry out, or protect its interest under, any agreement or transaction 
heretofore or hereafter made or entered into in carrying on operations pursuant to 
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such authority. All or part of the assets held by any Federal Reserve bank which 
have been or may hereafter be acquired by it pursuant to such authority may be 

irchased by any corporation organized under this section with the consent of 
such Reserve bank. 

(j) Within sixty days after the effective date of this amendment, each Federal 
Reserve bank she all pay to the United States the aggregate amount which the 
Secretary of the Treasury has heretofore paid to such bank under the provisions 
of this section as heretofore existing; and such payment shall constitute a full 
discharge of any obligation or liability of the Federal Reserve bank to the United 
States or to the Secretary of the Treasury arising out of subsection (e) of this 
section as heretofore existing or any agreement thereunder. The amounts repaid 
to the United States pursuant to this paragraph and any remaining balance of the 
funds set aside in the Treasury for payments under this section as heretofore 
existing shall be covered into miscellaneous receipts 

k) Neither the United States nor any Federal Reserve bank shall have any 
liability with respect to any obligations entered into, or stocks issued, or commit- 
ments made, by any corporation organized under this section. 


SuMMARY AND Diagst or 8. 1907 
BRIEF SUMMARY OF PROVISIONS 


This bill, introduced by Senator Douglas, for himself and Senator Flanders on 
May 15, 19538, amends section 13b of the Federal Reserve Act. 

It would permit the establishment of not to exceed 36 capital banking corpora- 
tions, referred to as regional investing corporations, privately owned and managed, 
to make loans to or buy the obligations of small and independent enterprises and 
with power to purchase and resell equity securities of small and independent 
enterprises. The articles of incorporation of each will be subject to approval of 

Federal Reserve Board. Each such corporation would be required to have 
a paid-in capital and surplus of not less than $5 million, Within prescribed 
limits, Federal Reserve banks and member banks would be permitted to invest 

such corporations. For additional capital, the corporations could issue de- 

bentures or bonds. 

The bill preserves for 1 year the present provisions of section 13b which author- 
izes Federal Reserve banks to make loans to business enterprises for working 
capital. 

DIGEST OF S. 1907 
Section 13b 

1. Purpose-——The general purpose is to supplement existing financial activities 
of banks and other financial institutions by establishing regional investing corpo- 
rations, privately owned and managed. Federal Reserve banks authorized to 
purchase stock of such corporations for ultimate disposal to member banks of 

Federal Reserve System and to private investors. Regional investing cor- 
porations authorized to invest in and make loans to small and independent business 
enterprises supplying an economically useful product or service. Such invest- 
ments or loans must be in the interest of the national defense during periods of 
national emergency or desirable to promote growth and expansion of small and 
independent business enterprises. 

2. National Investment Advisory Council.—Establishes National Investment 
Advisory Council. Members: Chairman, Secretary of Commerce; Secretary of 
the Treasury; Chairman of Board of Governors of Federal Reserve System. 
Council advises and consults with Federal Reserve Board regarding operations, 
and lending and investment policies of regional investing corporations. 

3. Eligible enterprises—Secretary of Commerce to issue eligibility standards. 
The criteria for use in determining eligibility are relative size and position in 
industry, the size and nature of area of operations, the size and independence of 
group supplying capital or controlling the business, and the independence of its 
management. Business enterprise affiliated with a dominant enterprise in the 
industry is ineligible, unless the business with which it is affiliated is also a small 
or independent business. 

4. Organization of Corporations.—(a) Regional investing corporations not to 
exceed number of Federal Reserve banks and branches. May be organized by five 
or more persons subscribing to articles of incorporation, except that only Federal 
Reserve Bank subscribes to articles if it invests in corporation’s stoek. Articles 
of incorporation shall specify objects for which corporation formed and other 
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provisions consistent with bill, including cumulative voting in the election of 
directors. Articles of incorporation and amendments must be approved by 
Federal Reserve Board. Articles to state (1) corporate name, (2) area of opera- 
tions (Federal Reserve Board may restrict area while Federal Reserve bank owns 
stock), (3) location of principal office in Federal Reserve district where established, 
(4) amount of capital stock, number and classes of shares and respective participa- 
tions of shares in profits. 

(b) Before approving articles of incorporation, Federal Reserve Board to give 
due regard to need for financing of small and independent business enterprises ir 
proposed area, general character of management, number of regional investing 
corporations previously organized, and the volume of their operations. Upon 
approval of articles of incorporation, Federal Reserve Board may issue permit to 
begin business. Corporation is then a body corporate with powers to adopt and 
use seal, with 30-years’ succession, unless extended or dissolved sooner by vote of 
owners of two-thirds of stock, by act of Congress, or by forfeit of franchise for 
violation of law. Corporation granted usual corporate powers. May sue or be 
sued, appoint officers, adopt bylaws, establish branches, hold and dispose of 
property. Also, may act as depository or fiscal agent of the United States. 

(c) Corporation to have board of directors consisting of nine members, all of 
whom are elected annually by shareholders. Wide discretion to board of director 
in directing affairs of corporation. 

5. Capital stock promsitons.—Fach regional investing corporation must ha 
paid-in capital and surplus equal to at least $5 million before it commenc 
business. If Federal Reserve bank organizes a regional investing corporation, 
must invest at least $5 million, or an amount which when added with other sub- 
scriptions equals $5 million. Federal Reserve bank limited to investing not mor 
than 2 percent of combined capital and surplus of its member banks, or $5 millio 
whichever is greater. Member bank of Federal Reserve System may invest i: 
shares up to 2 percent of its capital and surplus. With the approval of the 
Federal Reserve Board, Federal Reserve bank may sell all or part of the shares it 
holds to a member bank or to any person or corporation. Sale price of suc! 
shares is subject to approval by the Federal Reserve Board. Aggregate stock- 
holding by anv one person or corporation may be limited by Federal Reserve 
Board No one stockholder, other than a Federal Reserve bank, may own or 
control over 10 percent of outstanding shares, without approval of Federal 
Reserve Board. 

6. Borrowing power Outstanding obligations of regional investing corporatior 
cannot exceed its paid-in capital stock and surplus. Federal Reserve Board may 
set borrowing regulations. Member banks of Federal Reserve Svstem may pur 
chase regional investing corporations’ obligations not to exceed 10 percent of the 
member banks capital and surplus. 

7. Direct loans.—Regional investing corporations authorized to lend with or 
without security to eligible small and independent business enterprises or to 
purchase obligations of small and independent business enterprises. This may 
be dore directly or in participation with banks. 

8. Equity financing.—Regional investing corporations authorized to purchase 
and resell stocks of eligible small and independent business enterprises. 

9. Aggregate limitation—Unless the Federal Reserve Board approves more, 
regional investing corporation loans limited to aggregate of one-third of the 
combined capital and surplus and maximum indebtedness when loan to single 
enterprise exceeds $300,000. 

10. Exemptions.—(a) Regional investing corporation loans to national bank 
not subject to real-estate loan limitations prescribed in section 24 of Federal 
Reserve Act. 

(b) Regional investing corporation securities exempted from SEC provisions. 

(c) Regional investing corporations exempted for 15 years from all Federal and 
local taxation except ad valorem real property taxes. 

11. Miscellaneous. a tegional investing corporations to operate with mem- 
ber banks of Federal Reserve System and other banks, which may handle loan 
investigations and servicing on a fee basis 

(b) Regional investing corporations may use business advisory services of 
Federal Reserve System and Department of Commerce. They may also provide 
such services on a fee basis. Under direction of Federal Reserve Board, Federal! 
Reserve banks may act as depository or fiscal agent for regional investing corpora- 
tions. Regional investing corporations may invest funds not needed for current 
operations in United States obligations. 

(c) Federal Reserve Board may issue regulations for operation of regional 
investing corporations 
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(d) Regional investing corporations subject to examination by Federal Reserve 
examiners. Cost to be borne by regional investing corporations. Also require- 
ment that regional investing corporations report to Federal Reserve Board. 

e) Regional investing corporations franchise subject to forfeit for violation 
of act adjudged by Federal court in suit brought by United States at request of 
Federal Reserve Board or. Attorney General. 

f) On application to and approval by Federal Reserve Board, regional investing 
corporation may extend life for additional 30 years if authorized by vote of 
shareholders owning two-thirds of stock 

(y) Federal Reserve Board authorized to petition Federal court for injunction 
against violation of act by any person. 

h) $5,000 fine or 2 years imprisonment or both for making false statement in 
application for aid from regional investing corporation, 

Present provisions of section 13b of Federal Reserve Act authorizing direct 
loans by Federal Reserve banks for working capital continued for one year. 
Thereafter, may sell assets under section 13b to regional investing corporations. 

Within 60 days after effective date, each Federal Reserve bank to pay to 
l ni ed States the amount the Secretary of the Treasury has paid to banks under 
present section 13b. Such payments to be covered into the Treasury as miscel- 
laneous receipts. 

k) Neither the United States nor any Federal Reserve bank has any liability 
on any regional investing corporation stocks or obligations. 


{S. 1912, 83d Cong., Ist sess.] 


A BILL To make credit more readily available for financing small business and thus to promote, foster, and 
develop the domestic and foreign commerce of the United States, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembied, That this Act may be cited as the “Small Business 
Credit Act of 1953”’. 

DECLARATION OF POLICY 


Src. 2. It is the policy of the Congress 

(a) to foster the development and growth of independent small-business 
enterprises with the objective of enabling them to make their maximum con- 
tribution to productive investment and employment and to the economic 
stability and growth of the Nation; 

(b) to make credit for such enterprises more readily available in adequate 
amounts and on reasonable terms; 

(ec) to facilitate maximum participation of private financial institutions 
and investors in financing these enterprises. 


TITLE I—INSURANCE OF LOANS FOR SMALL BUSINESS 
AUTHORITY TO INSURE 


Sec. 101. The Board of Governors of the Federal Reserve System (hereafter 
referred to in this Act as the Board) is authorized upon such terms and conditions 
as it may prescribe to insure such lenders as it finds to be qualified by experience 
or facilities and approves as eligible for credit insurance against loss of principal 
and interest which may be sustained by them as a result of loans made by them to 
small-business enterprises. Such a lender is hereinafter referred to as an ‘‘ap- 
proved lender’’, 

OVERALL LIMIT OF INSURANCE 


Sec. 102. The aggregate principal amount of loans with respect to which in- 
surance may be granted under this title shall not exceed $250,000,000 outstanding 
at any one time: Provided, That on or after July 1, 1954, the President may 
increase this limit to not more than $750,000,000. 


SCOPE OF INSURANCE AND INSURANCE RESERVE 


Sec. 108. The insurance granted under this title shall provide for the reimburse- 
ment of losses to any approved lender and which reimbursement shall not exceed 
the lesser of 

(a) 90 per centum of the unpaid balance of any loan, including accrued 
interest at the time of default; 
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(b) the insurance reserve of the insured lender on the date the claim fo; 
reimbursement of loss is approved for payment. 

The insurance reserve of each lender shall be initially computed as 10 per centum 
of the total amount of loans on which premiums have been paid and shall be 
diminished by the amount of claims approved for payment. The insurance 
reserve, if any, to the credit of any lender may, from time to time, be further 
diminished, but only pursuant to the contract between the Board and s 
insured lender. 


MAXIMUM PREMIUM CHARGE 


Sec. 104. The Board shall fix a premium charge for the insurance granted 
under this title in an amount not to exceed 14 per centum of the principal amo 
of each loan, payable in advance, at such time and in such manner as it may 
scribe. 


TYPE OF LOAN COVERED 


Sec. 105. (a) Insurance granted under this title shall provide for the reim- 
bursement of losses only with respect to loans bearing such interest, having such 
maturities, and subject to such other terms and conditions as required in accord- 
ance with regulations prescribed by the Board in force at the time the insuranc: 
granted. 

(b) No further insurance shall be granted under this title with respect to any 
borrower if the total outstanding amount of all loans of such borrower insured 
under this title would thereby exceed $250,000, or with respect to any loan whose 
maturity is in excess of five years and thirty-two days. 

(c) No insurance shall be granted under this title for any loan for agricultural 
purposes, as determined in accordance with regulations issued by the Board after 
consultation with the Secretary of Agriculture, or with respect to any loan whic! 
is eligible to be insured under the National Housing Act, as amended. 

(d) Any loan with respect to which insurance is granted under this title may 
be refinanced or extended with continued protection unJer this title in accordance 
with such regulations as the Board may prescribe: Provided, That the amount, or 
unexpired term of any such loan shall not be in excess of the limitations contained 
in paragraph (b) of this section. 


Is 


TRANSFER OF INSURANCE BETWEEN INSTITUTIONS 


Sec. 106. The Board, under such regulations as it may prescribe, may pern 
the transfer to any approved lender any insurance in connection with loans which 
such lender wishes to purchase from another approved lender. 


REVOLVING FUND 


Sec. 107. (a) The premiums and other moneys received by the Board in the 
course of operations under this title shall be deposited in a revolving furd in the 
Treasury of the United States. The revolving fund shall be available for defraying 
the operating expenses incurred under this title, and for the payment of claims in 
connection with the insurance granted under this title. 

(b) For the purposes of carrying out the provisions of this title, there are hereby 
authorized to be appropriated to the revolving fund provided in this section 

(1) the sum of $10,000,000 for the initial establishment of the revolving 
fund; and 

(2) such further sums, if any, as may become necessary for the adequacy of 
the revolving fund. 

(c) The Board shall pay annually into the Treasury, as miscellaneous receipts, 
interest on any sums appropriated to the revolving fund which have not bee 
repaid into the Treasury as provided in subsection (d). The Secretary of the 
Treasury shall determine the interest rate annually in advance, such rate to be 
calculated to reimburse the Treasury for its costs in connection with such appropri 
ated furds, taking into consideration the current average interest rate which the 
Treasury pays upon its marketable obligations. 

(d) At least annually, any balance in the revolving fund in excess of an amount 
determined by the Board to be necessary for requirements of the furd, and for 
reasonable reserves to maintain the solvency of the fund, shall be paid into the 
Treasury as miscellaneous receipts, and any outstanding balance in the amounts 
appropriated to the revolving furd shall be reduced by the same amount. 

(e) The Board, with the approval of the Secretary of the Treasury, may invest 
and reinvest such portions of the revolving fund as it may determine to be in excess 
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of current needs in any interest-bearing securities of the United States or in any 
.eyrities guaranteed as to principal and interest by the United States, and the 
yme therefrom shall constitute a part of the revolving fund. 


Ince 
EXEMPTION FROM SECTION 24 OF THE FEDERAL RESERVE ACT 


Sec. 108. Loans made by national banks with respect to which insurance is 
granted under this title shall be exempt from the provisions of section 24 of the 
Federal Reserve Act (12 U.S. C. 371) relating to real estate loans. 


ADMINISTRATIVE PROVISIONS 


Spec. 109. In the performance of, and with respect to, functions, powers, and 
juties vested in it by this title, the Board, notwithstanding the provisions of any 
other law, may— 

a) sue and be sued in any court of record of a State having general juris- 
diction, or in any United State district court, and jurisdiction is conferred 
upon such district court to determine such controversies without regard to 
the amount in controversy: Provided, That no attaehment, injunctions, 
garnishment, or other similar process, mesne or final, shall be issued against 
the Board or its property; 

(b) under regulations prescribed by the Board, assign or sell at public or 
private sale, or otherwise dispose of for cash or credit, in its discretion and 
ipon such terms and conditions and for such consideration as it shall deter- 
mine to be reasonable, any evidence of debt contract, claim, personal prop- 
erty, or security assigned to or held by it in connection with the payment of 
insurance heretofore or hereafter granted under this Act, and to collect or 
compromise all obligations assigned to or held by it and all legal or equitable 
rights accruing to it in connection with the payment of such insurance, until 
such time as any such obligation may be referred to the Attorney General 
for suit or collection; 

ec) deal with, complete, renovate, improve, modernize, insure, or rent, or 
sell for cash or credit upon such terms and conditions as it shall determine to 
be reasonable, any real property conveyed to or otherwise acquir d by it in 
connection with the payment of insurance granted under this Act; 

d) pursue to final collection, by way of compromise or otherwise, all 
claims against mortgagors assigned by mortgagees to the Board in connection 
with real property by way of deficiency or otherwise. Section 3709 of the 
Revised Statutes, as amended (41 U.S. C. 5), shall not be construed to apply 
to any contract of hazard insurance or to any purchase or contract for services 
or supplies on account of such property if the premium therefor or the amount 
thereof does not exceed $1,000. The power to convey and to execute in the 
name of the Board deeds of conveyance, deeds of release, assignments and 
satisfactions of mortgages, and any other written instrument relating to real 
property or any interest therein heretofore or hereafter acquired by the 
Board pursuant to the provisions of this Act may be exercised by the Board 
or by an officer or agent appointed by it without the execution of any express 
delegation of power or power of attorney. Nothing in this section shall be 
construed to prevent the Board from delegating such power by order or by 
power of attorney, in its discretion, to any officer or agent it may appoint; 

(e) acquire, in any lawful manner, any property (real, personal, or mixed, 
tangible or intangible), whenever deemed necessary or appropriate to the 
conduct of the activities authorized in this title. 


TITLE II—MISCELLANEOUS PROVISIONS 
DELEGATION OF AUTHORITY 


Src. 201. The functions of the Board under this Act shall be performed by it or, 
subject to its direction and control, by such officers, agencies, or corporations of 
the Government, if any, which are under its supervision, as it may designate. 


COORDINATION WITH ECONOMIC AND FISCAL POLICIES 


Sec. 202. The President may, at any time or times, reduce, for such periods as 
he shall specify, the maximum authorized principal amounts, maximum maturities, 
or maximum percentage of Federal insurance or participation of any type or types 
of loans for business which thereafter may be made, insured, or guaranteed by any 
department, independent establishment, or agency in the executive branch, or by 
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any wholly owned Government corporation as defined in the Government Corpor. 
ation Control Act, upon a determination, after taking into consideration the effec 

thereof upon general economic conditions and upon the national economy, that 
such action is necessary or desirable to coordinate the business-aid functions and 
activities of the Federal Government with its general economic and fiscal policies 


ELIGIBLE ENTERPRISES 


Sec. 203. In connection with administering this Act, the Board shall establi 
such classifications of small-business enterprises, for eligibility for loans with 
respect to which insurance under this Act may be granted, as it deems appropri ute 
Such classifications may relate to types of business and industry groupings eligible 
and also as to the eligibility of borrowers to be regarded as small business. For the 
latter purpose, the definition may conform eligibility for loans with respect to 
which insurance under this Act may be granted, as it deems appropriate. Such 
classifications may relate to types of business and industry groupings eligible and 
also as to the eligibility of borrowers to be regarded as small business. For t! 
latter purpose, the definition may conform to the extent the Board deems desirabl 
with the definition of small-business concerns made by it pursuant to paragraphs 
(a) (1) and (e) (5) of section 714 of the Defense Production Act of 1950, as amended. 


UTHORITY TO PROMULGATE AND WAIVE REGULATIONS 


Sec. 204. (2) The Board may meke such rules and regulations as it deems 
necessary to cerry out the authority vested in it by or pursuant to this Act. Any 
such rule or reguletion issued under this Act may contain such classifications and 
differenti: stlor s end mey provide for such adjustments and reasonable excey tions 
as in the judgment of the Board are necessary or proper in order to effectuate the 
purrcses 0 f this Act 

(b) The Board is authorized to waive complience with any such rules and regu- 
lations if, in its judgment, they have been substantially complied with in good 
f2ith and where in its opinion such waiver would not be in derogation of the 
interest of the Government. 


ADMINISTRATIVE PROVISIONS 
Sec. 205. In the performance of, end with respect to, the functions, powers, and 
duties vested in it by this Act, the Board, notwithstanding the provisions of any 
other lew, may 

(2) prepare and disseminate information concerning the activities under- 

taken under this Act; and 
b) enter into contracts. 
REPORTS 


Sec. 206. The Board shall report annually to the Congress through the Presi- 
dent on the programs authorized by this Act. 


PENALTIES 


Sec. 207. (a) Title 18, United States Code, section 493, is amended by inserting 
the phrese “Board of Governors of Federal Reserve System,” after the phrase 
“Federel Housing Administration,”’ 

(b) Title 18, United States Code, section 657, is amended by inserting the 
phrese “Board of Governors of Federal Reserve System,’ after the phrase ‘‘Fed- 
eral Housing Administretion,”’ 

c) Title 18, United States Code, section 1006, is amended by inserting the 
phrese “Board of Governors of Federal Reserve System,” after the phrase ‘‘Federal 
Housing Administration,” 

(d) Title 18, United States Code, section 1010, is amended by inserting the 
phrese “or Board of Governors of Federal Reserve System,” after the phrase 
“Federel Housing Administration,”’ 

(e) Title 18, United States Code, section 1014, is amended by inserting the 
phrase “Board of Governors of Fede ral Reserve System” after the words ‘Fed ral 
Reserve Bank”’ 

GEOGRAPHIC APPLICABILITY 


Sec. 208. The authority provided in this Act shall be applicable in the United 
States, including the District of Columbia and the Territories and possessions. 
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RIGHT TO AMEND THIS ACT 


209. The ris 


y 
ved. 


f 


ht to amend, alter, or repeal this Act is hereby expressly 





SUMMARY OF 8. 1912 


To prov ide credit for small business, this bill sets up a portfolio insurance pro- 
gram for small-business loans made by lenders approved by the Federal Reserve 


Roard. ‘The program is administered by the Board. A premium of 144 percent 
of each loan per annum is charged for each insured loan, with a limit of $250,000 

for insured loans to any 1 borrower. Maximum maturity is set at 5 years, 32 
avs. An insurance and operating fund is created in the United States Treasury, 


begun with $10 million authorized appropriations. Further appropriations needed 
are authorized; and all insurance premiums go into the fund. Insurance claims 
are paid up to 90 percent of losses on loans, but not over the lender’s insurance 
reserve, Which builds up at the rate of 10 percent per insured loan. 





SECTIONAL ANALYsiIs OF 8. 1912 


Title—Small Business Credit Act of 1953. 

Declaration of policy.—(a) To foster growth of independent small-business 
enterprises to achieve productive investment and employment and contribute to 
Nation’s economic stability and growth. 

b) To make credit available to small-business enterprises in adequa‘e amounts, 
on reasonable terms. 

To encourage private institutions and investors to take part in financing 
these enterprises. 


TITLE I INSURANCE OF LOANS FOR SMALL BUSINESS 


Section 101—Authority to insure 

Board of Governors of Federal Reserve authorized to insure qualified lenders 
against loss of principal and interest on small-business loans. Terms and condi- 
tions of insurance to be fixed by Board. 


Section 102—Overall limit of insurance 
Insured loans cannot exceed $250 million outstanding. After July 1, 1954, 
President may increase limit to $750 million. 
Section 108—Scope of insurance and insurance reserve 
Insurance will reimburse lender’s losses up to 
a) 90 percent of loan’s unpaid balance and accrued interest at default; or 
(b) Up to the insured lender’s insurance reserve when the claim is approved 
for payment, whichever is lesser. 
tial insurance reserve of each lender is 10 percent of total amount of loans on 
which premiums have been paid. ‘The reserve is decreased by the amount of paid 
claims, and may be further decreased by contract between the Board and the in- 
sured lender. 


Section 104—Mazimum premium charge 

Premium not over 1% percent per annum of the principal amount of each loan, 
payable in advance. 
Section 105—Type of loan covered 

(a) Board may issue regulations as to interest rate, maturity, and terms and 
conditions of loans eligible for insurance. 

b) Top limit on insured loans to any 1 borrower is $250,000 outstanding. 
Maturity limit is 5 years and 32 days. 

c) Loans for agricultural purposes and housing loans insurable under National 
Housing Act are excluded from this insurance. 

(d) Insured loans may be refinanced or extended under Board regulations, 
provided amounts and maturities do not exceed limits in section 105 (b). 


Section 106— Transfer of insurance between institutions 


The Board may allow transfer of insured loans from one approved lender to 
another. 
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Section 107—Revolving fund 


(a) Premiums and other operating revenues received by the Board under this 
title are deposited in a revolving fund in the United States Treasury. It may by 
used fer operating expenses and payment of insurance claims. 

(6) Authorized appropriations to the revolving fund: 

(1) $10 million to initially establish it; and 
(2) further funds as needed 

(c) The Board pays annually into the Treasury, as miscellaneous receipts 
interest on sums appropriated for the revolving fund which have not been repaid 
to the Treasury under section 107 (d). Seeretary of Treasury to determine rate of 
interest annually in advance. Rate to be sufficient to reimburse Tresaury for 
costs in connection with the appropriated funds, considering the current average 
interest rate paid by the Treasury upon marketable obligations. 

(d) At least annually, any balance in revolving fund which exceeds fund re 
quirements as determined by Board, plus reasonable reserves, is paid into Treasury 
as miscellaneous receipts. Any outstanding balance in amounts appropriated 
to the revolving fund are reduced by the same amounts. 

(e) With Secretary of Treasury’s approval, the Board may invest in United 
States securities (or securities fully guaranteed as to principal and interest b; 
United States) portion of the revolving fund in excess of current needs. Invest 
ment income becomes part of the revolving fund. 


Section 108—Exemption from section 24 of Federal Reserve Act 

Insured loans under this title exempted from limitations of section 24 of Federa 
Reserve Act on real-estate loans. 
Section 109—Administrative provisions 

The Board may 

(a) Sue and be sued in appropriate State or Federal court but is not liable t 
attachment, injunctions, garnishment, or similar processes. 





(6) Sell for reasonable consideration any security deposited with it in conn 


tion with payment of insurance under this title, and collect or compromise a 
obligation so assigned until it is referred to the Attorney General for suit 


collection 
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c) Deal wit! asonable terms and conditions any real propert 
acquired by th tion with payment of insurance. 

1) Colle ors assigned by mortgagees to the Board i: 
connection wi av of deficiency or otherwise. Excuses fro: 
advertising requirements any contracts of hazard insurance or purchase of service 
or supplies related to such property if the insurance premium or the cost « 
services or sup s not exceed $1,000. Power to execute legal instruments 
ine ection with real property acquired by the Board under this act granted t« 
] ‘d, or its officers, or agents The Board has discretion in selecting any suc 


46 
officers ¢ 

(e) Acquire any property deemed appropriate to carry out activities authorized 
by this title 


r agents. 


TITLE II MISCELLANEOUS PROVISIONS 


Section 201—Delegation of authority 


Board may carry out its functions under this act through such officers, agencies, 
or corporations under its supervision, as the Board may designate. 
Section 202—Coordination with economic and fiscal policies 

President may reduce maximum amounts, Maturities, and percentage of Federal 
insurance or participation in business loans thereafter made, insured, or guaran- 
teed by any executive agency if he decides such action is needed to bring business- 
aid functions of the Government in line with its general economic and fiscal 
policies. The President shall consider the effect of such action upon genera 
economic conditions and the national economy. 


Section 203—Eligible enterprises 

The Board shall make classifications for eligible small business and eligibility 
of individual borrowers. Board may conform such definition to definition of 
small-business concerns in section 714 of the Defense Production Act. (NorTE.- 
Strike from the word “eligibility” in line 16, through the word ‘‘conform’’ in line 
21, on page 10. The stricken language repeats language already appearing in 
ines 11 to 16 on that page.) 





q 
3 | 
j Se ctron 
‘ 
; 


Sectson 
a) 1 
for adjt 
(bh) 
complis 
Section 
The 
(a) 


(b) 


| 


The 
under 





Sectvo1 

(a) 
or 5V 

(h) 
in pri 
in pri 

(¢) 
both. 
4 (d 
S ¢5,.00 


Sect 


AB 


in 
In’ 


lsd 


CS ng KR 


itr 


GOVBRNMENT LENDING AGENCIES 35 


ates 


Section 204— Authority to promulgate and waive regulations 


d under thi. :) The Board may make necessary regulations, with classifications, providing 
It may bh, f r adj: istments and reasonable exceptions. 
») The Board may waive compliance with regulations in cases of substantial 
( + aa where not derogative of Government interest. 
Section 205—Admunistrative provisions 
US recejn; » Board may 
been rep; "p repare and pass out information about activities under this act. 
Va 
mine rate of bh) Make contracts. 


resaury fo 
nt averag, 


Section 206— Reports 
Che Board shall report annually to Congress through the President on programs 


ls fund ; inder this act. 

) Treas l Section 207—Penalties 
oe 1) 18 U.S. C., section 493—for forging instruments of the Board, $10,000 fine 
eae r5 vears in prison, or both. Same penalty for passing of forged instrument. 

men h) 18 U.S. C., seetion 657—for misusing funds of the Board, $5,000 or 5 years 
nterest prison, or both; but if amount misapplied is $100, or less, fine of $1,000 or 1 year 
8. Invi : prison, or both. 


c) 18 U.S. C., section 1006—false entry, $10,000 fine or 5 years in prison, or 


pot 
i8 U.S. C., seetion 1010-—for false statement to induce insurance by Board, 





of Fed: : ; ; 
Fed $5,000 fine or 2 vears in prison, or both. 
(e) 18 U.S. C., section 1014—false statement to Board to induce extension of 
irance or substitution of security, $5,000 fine or 2 years in prison, or both. 
Section 208—Geographic applicability 
"7 United States, District of Columbia, Territories, and possessions 
eon: Nection 209 Right to amend this act 
muse ¢ tight to amend the act expressly reserved 
rs 
— 
{S. 1913, 838d Cong., Ist sess.] 
Boa 4 BILL To make capital more readily available for financing small business and tt t omote, foster, 
fy ind develop the domestic and foreign commerce of the United Stat i for « er purpose 
" Be it enacted by the Senate and House of Representatives of the United States of 
rere imerica in Congress assembled, That this Act may be cited as the “National 
Investment Company Act of 1953.” 
Aa ed . 
? DECLARATION OF POLICY 
thoriz Sec. 2. It is th » policy of the Congres 
a) to foster the development and growth of independent small-business 
enterprises with the objective of enabling them to make their maximum 


contribution to productive investment and employment and to the economic 
stability and growth of the Nation; 
sencles, (b) to make capital for such enterprises more readily available in adequate 
amounts and on reasonable terms; 
(c) to facilitate maximum participation of private financial institutions 
and investors in financing these enterprises; and 
(d) to supplement the existing facilities of banks and other private financial 
institutions by providing for the establishment of privately owned national 


Vedera 
‘uaran- 


an S investment companies. 

sca 

fePners rr rr ‘ , ry , wr 

enera rITLE I—NATIONAL INVESTMENT COMPANIES 
ORGANIZATION OF NATIONAL INVESTMENT COMPANIES 

ibility Sec. 101. (a) National investment companies may be formed for the purpose 

ion of of operating under this title by any number of persons not less than five, who shall 

TE, subseribe to the articles of incorporation of any such company; except that any 

n line company in whose stock one or more Federal Reserve banks invest shall be formed 

ing ir by a Federal Reserve bank, which alone shall subscribe to the articles of incorpora- 


tion. The total number of national investment companies formed by Federal 








36 GOVERNMENT LENDING AGENCIES 


Reserve banks pursuant thereto shall not exceed the number of Federal Reserve 
banks and branches thereof. 

b) The articles of incorporation of any national investment company shall 
specify in general terms the objects for which the company is formed, the name 
assumed by such company, the area or areas where its operations are to be 
carried on, the pls where its principal office is to be located, and the amount 
and classes of its shares of capital stock; and the articles may contain any other 
provisions not inconsistent with this title that the company may see fit to adopt 
for the regulation of its b isiness and the conduct of its affairs, including provision 
for cumulative voting in election of directors. Such articles and any amend- 
ments thereto adopted from time to time shall be subject to the approval of 
the Board of Governors of the Federal Reserve System (hereinafter called the 
“Board” ; 

c) The articles of incorporation and amendments thereto shall be forwarded 
to the Board for consideration and approval or disapproval. In determining 
whether to approve the establishment of such a company and its proposed articles 
of incorporation, the Board shall give due regard, among other things, to the need 
for the financing of independent small-business enterprises in the area in which 
the proposed company is to commence business, the general character of the pro- 
posed management of the company, the number of such companies previously 
organized in the United States, and the volume of their operations. After con- 
sideration of all relevant factors, the Board may in its discretion approve the 
articles of incorporation and issue a permit to begin business. 

d) Upon issuance of such permit, the company shall become and be a body 
corporate, and as such, and in the name designated in its articles, shall have 
power 

















1) to adopt and use a corporate seal ; 
2) to have succession f ( f thir ars, less led ro- 
“ » have ¢ 1 for a period of thirty years, unle extended as pro 


vided in this section, or unless sooner dissolved by the act of the shareholders 


owning two-thirds of the stock or by an Act of Congress, or unless its franchise 
beco mes forte! xd by some violation of law or regulation issued hereunder; 
5) to make contracts 
to sue and bes aa complain, and defend in any court of law or equity; 
5) by its board of directors, to appoint such officers and employees as 
may be deemed proper, define their authority and duties, fix their compensa- 


tion, require bonds of such of ther 


n as it deems advisable and fix the penalty 
thereof, dismiss such officers or employees, or any thereof, at pleasure and 
appoint others to fill their places; 

6) to adopt bylaws regulating the manner in which its stock shall be 
transferred, its officers and employees appointed, its property transferred, 
and the privileges granted to it by law exercised and enjoyed; 


7) to establish branch offices or agencies subject to the approval of the 
Board 
(8) to acquire, hold, operate, and dispose of any property real, personal, 


or mixed) whenever necessary or appropriate to the carrying out of its lawful 
functions; 

9) to act as depository or fiscal agent of the United States when so desig- 
nated by the Rooretary ¢ of the Treasury 

10) to operate my 1 Fede ral Reserve district or districts or Territories 
or possessions of the United States as may be specified in its articles of incor- 
poration and appr oth by the eared and 

(11) to exercise the other powers set forth in this title and such incidental 
powers as may be reasonably necessary to carry on the business for which 
the company is established. 

(e) The board of directors of each national investment company shall consist 
of nine members all of whom shall be elected annually by the holders of the shares 
of stock of the company. 


CAPITAL-STOCK PROVISIONS 


Sec. 102. (a) Each company organized under this title shall have a paid-in 
capital and surplus equal to at least $5 million before it shall commence business. 
In order to facilitate the formation of national investment companies, each 
Federal Reserve bank is hereby authorized, notwithstanding any other provisions 
of law, to invest in the shares of stock of one or more such companies formed by 
any Federal Reserve bank under section 201 hereof, but with a view to the ulti- 
mate disposal of such stock to banks and other private investors as herein provided. 
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Each Federal Reserve bank which forms a national investment company shall 
invest in shares of stock of such company in an amount equal to at least $5 million, 
or an amount which, when added tec the amounts, if any, of shares subscribed by 
other Federal Reserve banks, member banks, nonmember banks, financial institu- 
tions, corporations, partnerships, or other persons, shall equal the sum of $5 million. 
In no event shall any Federal Reserve bank invest in shares in national investment 
companies if as a result thereof it will hold an amount of such shares aggregating 
more than 2 per centum of the aggregate amount of the combined capital and 
surplus of all its member banks or $5 million, whichever is the greater. 

b) The shares of stock in any national investment company shall be eligible 
for purchase by member banks of the Federal Reserve System, nonmember banks, 
financial institutions, corporations, partnerships, or other persons, Each mem- 
ber bank is hereby authorized, notwithstanding any other provision of Federal 
law, to acquire and hold an amount of such shares equal to not more than 2 per 
centum of the capital and surplus of member bank. Upon the demand of any 
such eligible purchaser, a Federal Reserve bank which holds shares of stock in a 
national investment company shall, with the approval of the Board, including 
approval as to price, sell to such eligible purchaser all or a portion of such shares. 

ce) The aggregate amount of shares in any such company or companies which 
may be owned or controlled by any stockholder, or by any group or class of stock- 
holders, may be limited by the Board; and no one stockholder, other than a Fed- 
eral Reserve bank, shall at any time, without the approval of the Board, own or 
control more than 10 per centum of the total outstanding shares of any such come 


pany. 





BORROWING POWER 


Sec. 103. Each national investment company shall have authority to borrow 
money and to issue its debentures, bonds, promissory notes, or other obligations 
under such general conditions and subject to such limitations and regulations as 
the Board may prescribe, but in no event shall any such company issue obliga- 
tions which would cause the amount outstanding at any one time to exceed the 
amount of its capital stock and surplus, 


ELIGIBLE ENTERPRISES 


Src. 104. The Board, after consultation with the Secretary of Commerce, shall 
promulgate standards to determine the eligibility of business enterprises for the 
purposes of this title. In promulgating such standards, which may differ accord- 
ing to the types of financing or other relevant factors, the Board shall give con- 
sideration to 

(a) the policies set forth in section 2; 

(b) the criteria set forth in section 603; and 

(c) the extent to which such enterprises have reasonable access to facilities 
for credit and equity financing. 


LOANS AND INVESTMENTS 


Sec. 105. (a) Each national investment company shall have authority to make 
or acquire loans with or without security to business enterprises which are eligible 
under this title, or to purchase obligations of such enterprises. Such loans, pur- 
chases, or other acauisitions may be made either directly or in cooperation with 
banks or other lending institutions, through agreements to participate or by the 
purchase of participations, commitments to purchase, or otherwise, as the company 
may determine. 

(b) Each national investment company shall have authority to acquire, and to 
resell to the issuer or to others, the income debentures or bonds, common or pre- 
ferred stocks, or other capital shares of business enterprises eligible under this 
title. 

AGGREGATE LIMITATIONS 


Sec. 106. Without the approval of the Board, the aggregate amount of obliga- 
tions and securities acquired and for which commitments may be issued by any 
national investment company under the provisions of this title which exceed the 
sum of $1,000,000 for any single enterprise shall not exceed 33% per centum of 
the combined capital and surplus and maximum indebtedness of such national 
investment company authorized by this title. 
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EXEMPTIONS - 
Sec. 107. (a) The loans of any national banking association which are re 3 ne 
quired by any national investment company, in the making of which such com : is 
pany participates, or for any part of which a commitment to purchase is issued 
hereunder shall not be subject to the limitations on real-estate loans prescrib: 
in section 24 of the Federal Reserve Act, as amended. 
b) Section 3 of the Securities Act of 1933, as amended, is hereby amended by 
inserting at the end thereof the folowing new subsection (c 
c) The Commission may from time to time by its rules and regulations, ar 
subject to such terms and conditions as may be prescribed therein, add to thi } 
securities exempted as provided in this section any class of securities issued | ‘ 
a national investment company under the National Investment Company Act the 
of 1953, if it finds, having regard to the purposes of that Act, that the enforce 
ment of this title with respect to such securities is not necessary in the public 
interest and for the protection of investors ve 
c) Section 304 of the Trust Indenture Act of 1939 is hereby amended by 
adding the following subsection (e): 
“(e) The Commission may from time to time by its rules and regulations, and 
subject to su terms and conditions as may be prescribed therein, add to tl 
securities exempted as provided in this section any class of securities issued by a al 
national investment company under the National Investment Company Act of se 
1953, if it finds, having regard to the purposes of that Act, that the enforcement in 
of this title with respect to such securities is not necessary in the public interest , 
and for the protect of investors.’ 
rAX PI VISION 
Sec. 108. (a) Section 361 (a) of the Internal Revenue Code is amended by 
inserting before the word “registered” the following: ‘chartered under the 
National Investment Company Act of 1953 as a national investment company 
r is’’ 
Section 3f f the Inter svenue Code is amended by inserting 
ediatel e following 75 per centum in : 
the case of a ns rtered under the National Invest- . 
ment Compan t 
c) Sectior ie Code is amended by changing . 
the semicolo and”’ at the end thereof to a . 
period and g If the Broad of Governors e 
of the Fede it is necessary and appropriate to 
ccomplish! onal Investment Company Act of é 
153 that a xempt from the requirements of ‘ 
is subpa nination to the Secretary of the 
reasury al ch event, the itations prescribed in this subparagraph shall 
Ap"; 
1) Section 362 of the Internal Reven Code is amended as follows 
1) By amending the first paragraph of bsection (b) thereof to read as follows 
b) Mernop or TAXaTION OF COMPANIES AND SHAREHOLDERS.—In the case 
of the regulated investment company which distributes during the taxable year to 
its shareholders as taxable dividends other than capital gain dividends an amount | 
not less than 90 per centum of its net income for the taxable year (in the case of a 
national investment company, increased by the amounts described in subsection 
c) (3) (iv) of this section, and decreased by the amounts described in subsection 
c) (5) (ii) of this section) computed without regard to net long-term and net short- 
term capital gains, and complies for such year with all rules and regulations 
prescribed by the Commissioner, with the approval of the Secretary, for the pur- ' 
pose of ascertaining the actual ownership of its outstanding stock:’’. 
2) By adding thereto a new subsection (c) to read as follows: 
c) NATIONAL INVESTMENT Company RESERVE.— 
1) RESERVE GENERALLY A regulated investment company which is its : 
& national investment company may, under regulations prescribed by the pees 
Commission, with the approval of the Secretary, establish and maintain an 
a reserve subject to the limitations provided in this subsection. = 
2) LIMITATION ON RESERVE.—The amount of the reserve shall not at any any 
time exceed the lesser of (i) 50 per centum of the invested capital of the dep 
company as defined in paragraph (7) of this subsection, or (ii) the accumulated sub 


earnings and profits determined as of the close of the taxable year. 
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(2) CHARGES TO RESERVE.—The reserve shall be charged as of the end of 


\e 


the taxable year (whether or not such charge produces a minus amount in the 


are r : c 
ich cor reserve) with the following: 

ia teen, (ij) the next capital loss for the taxable year determined under 
escrit section 117 (a) (11); 


“‘(ii) the net operating loss for the taxable year determined under 
nded section 122 (a); 

“‘(iii) the Federal income taxes attributable to the amount added to 
the reserve under paragraph (5) of this subsection; and 

*‘(iv) such amount as may be necessary by reason of the limitation 


; 
Ba ’ provided in paragraph (2) of this subsection. 
inv A ““(4) MANDATORY ADDITIONS TO THE RESERVE.—There shall be added to 
for the reserve as of the close of the taxable year the following: 
rahi “‘(j) an amount equal to the excess of the net capital gain for the tax- 
able year computed without regard to section 117 (e) (relating to capital 
led loss carry-over) over the net capital gain for the taxable year; and 
‘‘(ji) an amount equal to the excess of the net income for the taxable 
a year computed without regard to section 23 (s) (relating to the net 
in’ 4 operating loss deduction) over the net income for the taxable year. 


bt (5) DiscRETIONARY ADDITION TO THE RESERVE.—In any year in which an 
amount (other than the amount described in paragraph (4) of this sub- 
section) is added to the reserve, the company shall, in the computation of net 
income for the purposes of this section be allowed— 

(ij) a deduction from net income equal to such amount of the addition 
to the reserve as does not cause the aggregate amount of the reserve 
(including such addition) to exceed 20 per centum of the invested capital 
of the company as defined in paragraph (7) of this subsection; and 

led by ‘“(ii) the dividends received credit provided in section 26 (b) but such 
( credit shall not exceed 85 per centum of the portion of amounts added to 
npany the reserve under this paragraph which is not deductible from net in- 
come under the preceding clause of this paragraph. 

rting (6) REDUCTION OR TERMINATION OF RESERVE.—In the event of a reduction 
or termination of the reserve in connection with a partial or complete liquid- 
ation of the company (or of any company to which the reserve has been 
transferred in an exchange upon which gain was not recognized by reason of 
section 112) the gain realized by a stockholder upon any such liquidation 
( shall, to the extent of the pro rata share of the reserve, be considered as a 
nors gain from the sale or exchange of property held for less than six months. 
» to “(7) INVESTED CAPITAL.—For the purposes of paragraph (1) of this sub- 
et of section the term ‘invested capital’ means the sum, determined as of the 
ts of close of the taxable year, of 
f the “(j) the amount of money or property (included in an amount equal 
to its unadjusted basis without regard to the value of the property as 
of March 1, 1913, except that if such basis is a substituted basis, it shall 
be adjusted, with respect to the period before the property was paid in, 
yw by an amount equal to adjustments proper under section 115 (1) for 
determining earnings and profits) previously paid in for stock, or as 


CAS 
ar to paid-in surplus or as a contribution to capital, reduced by the amount 
ount of distributions not out of earnings and profits in the year of distribution 
ofa and not out of accumulated earnings and profits; and 


‘tion “(ji) the amount of the outstanding indebtedness (not including 
interest) of the company which is evidenced by a bond, note, bill of 


‘tion 
1ort- exchange, debenture, certificate of indebtedness, mortgage, or deed of 
ions trust, except that indebtedness not represented by a bond or debenture 
pur- shall not be included in excess of an amount equal to the average daily 
amount of indebtedness not so represented which was outstanding 
during the taxable year.” 

(a) Each national investment company established under this title, including 
nh is its franchise, capital, reserves, and surplus, its income, its real property, its 
the tangible and intangible personal property, its obligations (both as in principal 
tain and income derived therefrom), shall be subject to taxation, in the same manner 

and to the same extent as a State-chartered institution of similar character by 
any | any State, county, municipality, or local taxing authority or by any Territory, 


the dependency, or possession of the United States; and its real property shall be 
ted subject to special assessments for local improvements 





company 
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MISCELLANEOUS 


a) Wherever practicable the operations of a national investment 
all be undertaken in cooperation with banks or other financial insti- 
any servicing or initial investigation required for loans or acquisitions 
by the company under the provisions of this title may be handled 
h banks or other financial institutions on a fee basis. 

‘nt company may make use, wherever practicable 
the Federal Reserve System and of the Department of 














which are available for and useful to industrial and commercial 




































may provide consulting and advisory services on a fee basis 
ts staff persons competent to provide such services. Subject to the 
irection of the Board any Federal Reserve bank is authorized 
sitory or fiscal agent for any company organized under this titk 
es nvest funds not reasonably needed for their current opera- 
ns of, or obligations guaranteed as to principal and inter: 
Board is authorized to prescribe regulations governing the operations 
estment companies to carry out the provisions of this titl 
purposes of this Act Each national investment com 
ect to examinations made by direction of the Board by exam : 
pproved by the Board, and the cost of such examinations, including 
the examiners, may in the discretion of the Board be assessed 
examined and hen so assessed shall be paid by such e 
( any sha suc reports to the Board at suc t 
e Board may require 
ecre is authorized t ise and assist in promoting nati 
ati estm«e { pany is authorized to act as agent for the 
en so designated | him pursuant to section 108 of tl Act, i 
istering insurance under title I of this Act 
. at ‘ vestment any violate or fail to comply wit! 
r ions of this title or « lations prescribed hereunder, all of 
9 i franchises derived herefrom may thereby be forfeited 
ch company s be declared d ights, privileges, end 
rfeite : noncompliance wi of this title sha 
leter r qd adjudge d by Cc rt ates of comry tent 
a suit | ight for that purpose in the district or territory in whict 
office of such company is located, which suit shall be brought by the 
s at the instance of the Board or the Attornev General 
er the judgment of the Board any person has engaged or is about 
any_acts or practices which constitute or will constitute a violati 
of this title or of any regulation thereunder, the Board may 
; t of the United States, or the United 
of a lace subject to the jurisdiction of the 
s, for : acts or practices, or for an order en- 
nce ¥ 1 such courts shall have jurisdictior 
3 i Board that such person has engaged 
oO engage in @ny such acts or practices & permanent or temporary 
ing order, or other order shall be granted without bond. 
national investment company may at any time within the two years 
s to the date of the expiration of its corporate existence, by a vote of 


j 


of its stock, apply to the Board for approval 
or a term of not more than thirty 
1 in section 201 hereof such com- 


for such period unless sooner 
} 


ers owning two-thira 





period of its corporate existence 
approval of the Board as pre 
ave its corporate existe 
he act of the shareholders owning two-thirds of its stock, or by an 
ress or unless its franchise becomes forfeited as herein provided. 
in this Act or in any other provision of law shall be deemed to 
ability on the United States or on any Federal Reserve bank with 
y ations entered into, or stocks issued, or commitments made, by 
ny organized under this title. 
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TITLE II—CHANGES IN FEDERAL RESERVE AUTHORITY 





restment REPEAL OF SECTION 13B OF THE FEDERAL RESERVE ACT 
ial insti- : : . : 
lisitio Sec. 201. Effective one year after the date of enactment of this Act, section 
handled 13b of the Federal Reserve Act is hereby repealed; but such repeal shall not affect 
the power of any Federal Reserve bank to carry out, or protect its interest under, 

cticable under agreement theretofore made or transaction entered into in carrying on 
ment of operations under that section. 

mercia 
aint RETURN OF FUNDS TO TREASURY 

“ty Sec. 202. (a) Within sixty days after the enactment of this Act, each Federal 


Reserve bank shall pay to the United States the aggregate amount which the 
Secretary of the Treasury has heretofore paid to such bank under the provisions 
f section 13b of the Federal Reserve Act; and such payment shall constitute a 





rite . e . . . 
; full discharge of any obligation or liability of the Federal Reserve bank to the 
rat United States or to the Secretary of the Treasury arising out of subsection (e) of 
ry said section 13b or out of any agreement thereunder. 
: (b) The amounts repaid to the United States pursuant to section 402, and any 
a remaining balance of the funds set aside in the Treasury for payments under 
e section 13b of the Federal Reserve Act shall be covered into miscellaneous receipts. 
7 AUTHORITY TO SELL ASSETS TO NATIONAL INVESTMENT COMPANIES 
Sec. 203. Any national investment company organized under this Act may 
purchase from any Federal Reserve bank, and any Federal Reserve bank is 
, authorized to sell to an. such company, at such reasonable price as may be agreed 
. upon, any or all of the assets heretofore or hereafter acquired by such Reserve 
Jars bank under the provisions of section 13b of the Federal Reserve Act. 
hy 
PENALTIES 
Sec. 301. Title 18, United States Code, section 1014, is amended by inserting 
feited the phrase ‘‘or a netional investment company organized under title Il ct the 
S, 91 National Investment Company Act of 1953’’ after the words ‘‘ Federal Reserve 
Bank’’. 
pete GEOGRAPHIC APPLICABILITY 
wri 
by the Sec. 302. The authority provided in this Act shall be applicable in the United 
States, including the District of Columbia and the Territories and possessions 
RIGHT 10 AMEND THIS ACT 
Tit Sec. 303. The right to amend, alter, or repeal this Act is hereby expressly 


fe +h, reserved. 
AUTHORIZATION OF APPROPRIATIONS 


er « 

lie Sec. 304. There are hereby authorized to be appropriated such sums as may 

. be required to carry out the purposes of this Act. 

1 

years 

ote of Summary oF 8. 1913 

re . 

thir To make capital available to small business, this bill permits creation under 

pent Federal charter (to be approved by Federal Reserve Board) of national invest- 

ee ment companies having at least $5 million capital. Federal Reserve banks may 

* om form companies and later sell company stock to private investors. Company 
a may borrow money and issue its obligations, and make secured or unsecured 

ed to loans to small business or invest in its stock and securities. Limit on single 

with loan equals $1 million plus one-third company’s capital, surplus, and authorized 

le, ay debt. Company may get SEC exemptions and tax advantages in handling 


F tax reserves. Company to cooperate with private financial institutions. Com- 
pany operations governed by Federal Reserve Board regulations. Company 
charter subject to forfeiture for violations. Federal Reserve Board’s present 
authority to make working capital loans is repealed 1 year after passage of act. 
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SECTIONAL ANALYsiIs or S. 1913 


Title.— National Investment Company Act of 1953. 
Declaration of policy.—(a) To foster growth of independent small business 


enterprises to achieve productive investment and employment and contribute to 


Nation’s economic stability and growth 

(b) To make capital available to small business enterprises in adequate amounts 
on reasonable terms 

(c) To encourage private institutions and investors to take part in financing 
these enterprises. 

(d) To supplement private banking facilities by providing for establishment of 
privately owned national investment companies. 


TITLE I NATIONAL INVESTMENT COMPANIES 


Section 101—Organization 


(a) National investment companies may be formed for the purpose of operating 
under this title by five or more persons subscribing to its articles of incorporation 
If Federal Reserve bank invests in company stock, company shall be formed by 
a Federal Reserve bank alone. Total number of companies formed by Federal 
teserve banks not to exceed the number of Federal Reserve banks and branches 

(6) Company articles of incorporation to specify object of formation, name 
operations area, principal office, and amount and class of capital stock. Articles 
may contain other consistent provisions including cumulative voting in electing 
officers. Articles and amendments subject to approval by Board of Governors 
of Federal Reserve. 

(ec) Articles and amendments te be forwarded to Board. In considering 
approval Board to consider small business financing needs in the area, character 
of proposed management of company, number of companies previously organized 
and their volume of operations. Upon approval Board may issue permit to 
do business 

(d) Upon issuing of permit company becomes body corporate with power 

(1) to adopt and use seal; 

(2) to continue for 30 years unless extended, or dissolved by shareholders 
owning two-thirds of stock, or by act of Congress, or unless franchise becomes 
forfeited by violation of law; 

(3) to make contracts; 

(4) to sue and be sued in any court; 

(5) to hire and fire officers and employees and prescribe their duties; 

(6) to adopt bylaws concerning transfer of stock, appointment of officers 
and employees, transfer of property and exercise of privileges granted it by 
law; 

(7) to establish branch offices, subject to Board approval; 

(8) to hold and dispose of property; 

(9) to act as Federal depository upon designation of Secretary of Treasury; 

(10) to operate in one or more Federal Reserve districts or Territories, 
Or possessions as specified in articles and approved by Board; and 

(11) to exercise other powers set forth in this title to carry on company 
business. 

(e) Board of directors of company to consist of nine members elected annually 
by shareholders. 


Section 102—Capital-stock provisions 


(a) Each company to have paid-in capital and surplus of at least $5 million. 
Federal Reserve banks authorized to invest in company stock, to be sold later to 
private investors. Company formed by Federal Reserve bank must have $5 
million paid-in stock. Total investment of Federal Reserve bank in company 
can’t exceed 2 percent of combined capital and surplus of all its member banks, or 
$5 million, whichever is greater. 

(6) Company stock made eligible for purchase by member and nonmember 
banks of Federal Reserve and other institutions and persons. Each Federal 
Reserve member bank may own company shares to not more than 2 percent of 
member bank’s capital and surplus. With Board approval, Federal Reserve 
bank shall sell company stock to an eligible purchaser upon demand. 

(c) Board may limit total company shares held by any stockholder or group 
or class. Except with Board approval, no stockholder (except Federal Reserve 
bank) can own or control over 10 percent of company’s outstanding shares 
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‘ection 108—Borrowing power 
Company may borrow money and issue obligations under Board regulations 
Obligations can’t exceed its capital stock and surplus 
Section 104 Eliatble enter prise 8 
After consulting Secretary of Commerce, Board will set eligibility standards 
businesses Board to consider 
(a) policies in section 2; 
(b) criteria in section 603 (but this section in 8S. 3625, 8lst Congress was 
not included in this bill; so this requirement (6) is meaningless) ; 
(c) accessibility of business to credit and equity financing facilities 
Section 105—Loans and investments 
1) Company may make secured or unsecured loans to eligible business, or 
iy its obligations; either directly or in participation with banks or other lending 
titutions. 
) Company may buy and resell debentures, bonds, and stock of eligible 


isiness. 
Section 106— Aggregate limitations 


Without Board approval, company can’t invest in any one enterprise over $1 
iillion plus one-third the company’s capital, surplus and authorized debt 


clion 107—Exemptions 


(a) National bank loans in participation with company are exempt from 
mits of section 24, Federal Reserve Act, on real-estate loans. 

(6) Amends section 3, Securities Act of 1933, as amended, by adding new 
ibsection (c) as follows: 

SEC may exempt company securities from requirement of act.’’ 

c) Amends section 304, Trust Indenture Act of 1939, by adding new subsection 
(e) as follows 

SEC may exempt company securities from requirements of act.”’ 


Section 108— Tax provisions 

a) Amends section 361 (a) of Internal Revenue Code by including companies 
chartered under this act in the category of “regulated investment companies.”’ 

b) Amends section 361 (b) (1), Internal Revenue Code, by requiring only 75 
percent of a company’s gross income to be derived from dividends, interest, and 
gains from disposal of securities in order to qualify as a regulated investment 
company (the usual requirement is 90 percent) 

(c) Amends section 361 (b) (3), Internal Revenue Code, by requiring Board to 
certify to Secretary of Treasury its determination that companies be exempt from 
requirement of this subparagraph of the Internal Revenue Code which lays down 
further qualifications for regulated investment companies 

(d) Amends section 362, Internal Revenue Code, as follows 

(1) Amends first paragraph of section 362 (b) to provide that in the case of a 
national investment company paying taxable dividends to its shareholders in 
amounts equal to at least 90 percent of its net income for the taxable year, formulas 
adjustments may be made involving the portion charged against the company’s 
reserve required by the limitation on reserve which keeps it to the lower of half 
its invested capital or all its accumulated earnings and profits at the close of the 
taxable year; and involving company credits for dividends received from domestic 
corporations, with an overall limit on such credits equal to 85 percent of amounts 
added to the reserve which are not deductible from net income because they 
exceed 20 percent of the company’s invested capital; 

(2) Adds a new subsection (¢) to section 362, Internal Revenue Code, as follows 
“(¢) NatrronaL INVESTMENT CoMPANY ReESERVE—(1) ResERVE GENERALLY. 
Company may keep a reserve under regulations of Internal Revenue Commis 

sioner. (Norr.—‘Commission’ in line 16, page 12, should be ‘Commissioner’.) 

**(2) DL IMITATION ON ReEsERVE.—The reserve cannot exceed: 

‘(i) half the invested capital of the company, or 
(ii) the accumulated earnings and profits as of the close of the taxabl 
year, whichever is lesser 
(3) CuarGEes To REserve.—At the end of the taxable year the reserve is 
charged: 
ni) the next eapital loss for the taxable year; 
‘(ii) the net ope rating loss for the taxs able vear: 
‘(iii) Federal income taxes attributable to amounts added to the reserve 
under paragraph (5) of this subsection (c); and 
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iv) the amount necessary because of the limitation set in paragraph (2) 

of this subsection (c). 
(4) ManpaTtory ADDITIONS TO THE RESERVE.—At the close of each taxable 
year there must be added to the reserve 
““(j) an amount equalling the excess of net capital gain for the taxable year 
(computed w a it regard to the capital loss carryover) over net capital gain 
for the taxable year; 

ii) an ieans equalling the excess of net income for the taxable year 
computed without regard to the net operating loss deduction) over net 
income for the taxable year 
5) DiscRETIONARY ADDITION TO THE RESERVE.—In any year when an amount 
is added to the reserve (other than as in paragraph (4) of this subsection (c)) the 
company is allowed in computing its net income 

““(j) a deduction from net income equal to the amount added to the 
reserve which does not cause the reserve to exceed 20 percent of the company’s 
invested capital; 

““(ii) the ‘dividends-received credit’, not exceeding 85 percent of amounts 
added to reserve under this paragraph (5) not deductible from net income 
under tl e preceding claus e (i 

“(6 EDU CTION OR TERMINATION OF ReseRveE.—If the reserve is reduced 
or terminated in connection with part or complete liquidation of a company, or 
in connection with the transfer of a reserve to a company in an exchange upon 
which gain was not recognized, the stockholders’ gain shall be considered as a 
short-term capital gain (of property held less than 6 months) to the extent of 
the pro rata share of the reserve. 

“(7) INvestep CapitaL.—For the purposes of (c) (1), invested capital (decided 
as of the close of the taxable year) means: 

i) money or property paid in for stock, paid-in surplus, or contributions 
to capital minus distributions in the year of amounts not out of earnings 
and profits (the manner of computing the basis for such property is pre- 
scribed) ; and 


“ 


ii) outstanding debt, a interest, evidenced by a written obligation, 
plus debt not represented by bond or debenture which exceeds the average 
daily debt not so represe aod outstanding during the taxable year.’ 

(e) (This is erroneously printed as (a) in line 7, p. 16.) Each company is 
subject to taxes to same extent as a similar State-chartered company. Its real 
property is subject to special assessments for local improvements. 


Section 109. Miscellaneous 


a) Company shall cooperate wit = private financial institutions in its operations. 
Servicing and loan investigation may be handled by latter on a fee basis. 

(6) Each company may use adohery services of Federal Reserve System and 
Commerce Department, and may hire persons competent to provide consulting 
and advisory services on a fee basis. Under Board supervision, Federal Reserve 
bank is authorized to act as company’s depository or fiscal agent. Company 
may invest funds not needed for current operations in United States obligations. 

( Soard may issue regulations governing company operations. Company 
is subject to examination by examiners chosen or approved by Board. Cost of 
examinations, including examiners’ pay, may be assessed against company by 
Board. Company to report to Board as required. 

d) Secretary (of Commerce, presumably) may advise and aid in promoting 
companies. 

(e) Company may act as agent for Secretary (of Commerce, presumably) when 
designated by him to grant insurance under title I of this act. (It is assumed this 
refers to title I of S. 1912 rather than S. 1913 and is out of place in 8. 1913. The 
ancestry of both 8S. 1912 and S. 1913 appears to go back to 8. 3625 of the 81st 
Congress, 2d session, which provided in title I an insurance program under the 
Secretary of Commerce similar to that which S. 1912 sets up under the Federal 
teserve Board. 

f) Company liable to forfeit its rights for violating any part of this title or 
regulations. Violation to be decided by United States court of competent jurisdic- 
tion in suit brought by Board of Attorney General. 

(g) Board may apply to United States court for injunction against violation of 
title or regulation. 

(A) Within 2 years of its scheduled expiration date, company by vote of holders 
of two-thirds of its stock, may ap} ly to Board for 30-year extension of corporate 
life. (Reference to section “201” should be “101’’.) 

(t) No liability imposed on United States or Federal Reserve bank in connection 
with company obligations (including stock). 
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TITLE II-—-CHANGES IN FEDERAL RESERVE AUTHORITY 


Section 201. Repeal of section 13b of the Federal Reserve Act 

tepealed 1 year after this act takes effect, saving rights and duties of Federal 
Reserve banks under earlier commitments. 

Section 202. Return of funds to Treasury 

(a) In 60 days after passage of this act, each Federal Reserve bank is to pay to 
United States the amount paid to it by the Secretary of the Treasury under section 
13b. This discharges bank’s obligation under 13b (e). 

(b) Pay into miscellaneous receipts of Treasury all amounts paid by banks 
under this section and balance of funds now set aside in Treasury for payments 
under 13b. (Reference in line 25, page 20, to section ‘‘402’’ should be to ‘‘202’’.) 
Section 208. Authority to sell assets to national investment companies 

Any company under this act may buy from Federal Reserve bank at reasonable 
price any or all assets acquired by bank under section 13b of Federal Reserve Act. 

“Title IIL” is omitted from bill. It should appear at this point.) 

Section 301. Penalties 

18 U. S. C., section 1014: For extension of loan or substitution of security, up 

to $5,000 fine or 2 years in prison, or both. 


Section 802. Geographic applicability 

United States, District of Columbia, Territories and possessions. 
Section 303. Right to amend this act 

Right to amend or repeal act expressly reserved. 





[H. R. 5141, 83d Cong., 1st sess.] 


A BILL To create the Smal] Business Administration and to preserve small business institutions and free, 
competitive enterprise 


Be it enacted by the Senate and House of Representatives of the United States of 
America i 1 Congress assembled, Phat this ~Aet mey be eited as the ‘Smeal Business 
Aet of 4456—-- 

Spe- 2- 42) Believine that a well-balanced eceonomy is # eardinal prereqisite 
te the eontinued prosperity and seetrity ef the Lnited States; and recognising 
that the essenee ef the American eeonermie system of private enterprise is free 
eompetition; that only threugh full and free competition ean free markets; free 
entry inte business; and eppertinities fer the expression and growth ef persenet 
initiative and individual jidement be asstired: that the preservation and expen- 
sien ef seeh competition is basie net only te the economic well-being bit te the 
seeurity of the Nation: and that the encouragement and development of the retial 
and potential ef smal business is vitel te the existence of healthy competition, is 
necessary te the eeonomie stability ef aH the people; and is indispensable te the 
seeurity ef the United States; it is the deelared peHey of the Congress that the 
establishment ef a permanent independent ageney of the Government to aid; 
eounsel assist and preteet the interests ef smel-business eonecrns is essential 
te preserve free competitive enterprise; te enstre that a fair propertion ef the 
tetel prrehases and eentraets fer stpples and services fer the Gevernment is 
pleeed with smal-business enterprises; and te maintain and strengthen the ever 
al eeonemy of smell business; of the Nation; and ef al its people: ta order to 
enrry ext this pelex there is hereby erented an ageney under the name ‘Smal 
Business Administration thereinafter referred te as the Administration} vatieh 
Administration shal be under the ceneral direction and stpervision ef the Presi 
dent and shall net be affliated with er be within any other ageney or department 
ef the Federal Government. Phe principal effee of the Administration shal be 
leeated im the Distriet ef Gehtmbia, but the Administration way establish steh 
braneh offees in other plaees it the United States as may be detepmined by the 
Administrater of the Administration: ter ptrpeses of this Aet & smeat-—business 
eoneern shal be deemed to be ene whieh is independent owned and operated 
end which is net dominant in its field of operation. The Administration, im 
meking a detailed definition, may tise these eriteria: smene ethers: independency 
ef ownership and operation, atimber of employees; dolar veohtme ef business; and 
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t+ Phe sretttisteetion in atttherized to obtain tomey from the Pressey of 
the tnited stetes for use it the performance of the powers and duties granted 
te oF tHpesed tpon H by tew Het te exeeed & tetel of $544-004-0400 ottetendine 
th ey one tHe: ober this pttepese approprittiots Hot te exeeed 8604-004 404 
are hereby atitherised te be made te a revolving fund im the Freastey, be bettti tee 
shel be meade te the Adtitisteation from the reveling fund when reqtested by 
hed sitbseqtentiy tt seetion & +++ th+ ated +¢+ vet te exeeed an segregate of 
Hr seetion 6 +++ kot ty exeeed aH aeereerte of BLOL-HHHUHH shall be ottstere. 
eee ee ec eee en Fete 
the sevelving find for use fer the same purpeses: 

tee he ptettereeeeettt ot Hee Aeterttoteerttee: helt be setedd te sete chet 
Ge ee ee eee eek teat eee eee ee 
the consent of the Senate; and whe shall be a person of 


OOo ee an caneitetion Depp ta a 


necessary $0 carry ott the provisions of thie Act: te define their authority and 
eHtttes peepee betds of tres eed fix the pesetttes tepesf tre che etHetsten 
bet ett tHe erred ot rte beeepe Cortttttrietete Hretepretteletet eobetbettebererettt ere 
eseettie cepted of the Geereeest Hee tet Heelf of the tee ot tfertee 
Hen sepstees frethties trettdine ey fteld sepetee theses otheers: ad ete 
ployees thereof; in carrying ott the provisions of this Aet- 


shall determine to be reasonable, aty erideree of debt esmtrret eltizn- 
personel property. ep seeueity nastesed te op held by ditt tt comHeeton with 
tHe passent of teats Heretofore or Herenfter granted under this -ret and 
te eoleet or compromise al obligations assigned te or held by him end all 

: oot 


of loans granted under this Aet: 

+4} ptrsne te final collection; by wey of compromise or otherwise; alt 
eh seeinst thted peties tested te the -helttinisteeter He eoHHeetion 
weit demas pete dee htt: eds ste trebdide attherity te obtain defteterey 
tebe te ere ert depen tees in the ease of mortenges assigned te the Adminis 
treater: Seetion 3704 ef the Revised Statutes: as amended 444 £- 8: GC: &, 
shell Het be eoretetted te tips be tee eoeHetet of hetemed Hetteeree OP te tte 
prebtse op eotttetet for semetees oF steppes an teestitt of property obtained 
boy the Adtiittsteatere tte tt penetlt eof beet ttre Htdece thts het Hf the pretty 
therefer or the amount thereef dees net exeeed #1-000- The power te 
Boece attteh be eee tH the Hette af the chet ett eto dette of eer Hee 
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Tei ttens PSARNon 
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deeds ef pelerse; aastenererts: ard satisfretions of aroptenees: and aay other 
ePH Hen Feet pedtHte fe pert pre penie ar site tibetest there Heretet ete 
op terestter treated by the letettttiatettter pitts be the preaistot et tits 
Aet may be exereised by the Administrater er by any officer or agent 
eppeinted by him witheut the execttion ef any express delegation of 
power or power ef attorney: Nething in this seetion shal be eonstrred 
te prevent the Administrator from delegating sueh power by erder er by 
power of attorney, it his diseretion; te arty officer or agent he my appoint 

SO HHH HEH pebee tel set ef eee HtA HEHE Pes per be tebHetHES pepferrtttedt 
prpstant te seetions 6 tt} tb} and fe} of his Act whieh shal be atdited 
spt hy the Grererth leeotitine GtHee tt teeorertiree otth the — 
sted preeedures eppherble te eomtrereial teensretiens as 
Croat tettt Eloppepttion (oontied eto ra stetded: daeanrdedt thet ra 
teetrettettons af the Adhaitisterter trebles the setHerttert ef tetteHs tettHe 
wander seetions 6 (#) tb end fe} and transactions related therete and 
ssatehers approred by the Adettistester Ht esnHeetion wth ste fereted 
Petttetret teamice hte oe titpeed ottted eestrebticsioce: sipseste edd erties et thes Cremer eeterest rt: 

H+ heetttres He tee death peeattees ree preperty teenth perseet er titted: 
teneible or intangible wherever deemed neeessary or appropriate te the 
eorcttet ef the tettetites tttherined Ht seetion & t4 ef this vet: and 

+74 +h tedditer te rH powers: fHRetiane priteses: tHe Hetttttttes ether 
ase ested dH ttt ta dkee see teed aH tetas cletertrteree|d bar ditt be be Hees srt: 
ep echesterthle fH tthe Hie: SetetHe Ger ptettistee: tredttedie. bettie ee 
etherwise dealing awith er reatsine en fears er advernees meade under the 
phetistens af this “Let 

++ Fe steh extent as he finds neeessary te enpry ert the previsiens ef this 
Aet the Achattiistetter is drereby sitthepived to preertte the testperree tet tt 
BAREHH OE OE HEH GP EHE EHTEL ROR HE At EEA at eatsttlttts |r epettttath 
Hens theres teltdine steroseaphte pepertive sepeees: ba esrtetet eP tppettt 
rent, Hd dH Stel: esses stteh sepviee shell be wethett peered te tHe eet seevtee 
td elissHterttios dws: tHe exeept tt the etse of stenosen thie HepentHe Semetees 
be ere etettene. thet peste te seetion drHU: Herised Satttes: te tended 
444+ +: &: &: 4} 

Se: 4. AH moneys «f the Administration net otherwise empleved may be 
cle pestted aH the deeaeteer ef te deited atten atebteet te eheet ba atttherity 
ef the Administestion er in any Federal Reserve bark. The Federal Heserve 
batts tee stitliarised sated Giteated bea net ne clepesHite eHatedtttte: rtd fees 
teerts fer the Aciatitstertion t+ the cerered pepferitttee ef Ha peers eonferred 
by this -Aet: Any instred banks when designated by the Seeretary of the 
Brensties > abel tet ae ettatedtees: ad foeded teste for the AeHettirtetertett- 

He: Fhe Avdtttisterten ts ettpemered 

f+ te pritlee dona er tebertees tt teeordtee with eereret peletes ¢stth- 
Helted be st martel Busipess bean Rehes Berard prde apy of the meeretit ies of 
Presstey aid Gontreree teed the Acattisterter: te entrbte sited bet diese 
eoHeerHS fe fttee pitet esnstetetet: eeHersiot: er escperstet: Hrelt+ 4d re 
tlre tteeptintt-test of bettids oF te tte) the Heedttisitien ef eertttpetettt fHeadities: 
seldHers stippties: er arteritis: ar te fttee resenrehs dereelopitent ttt 
experimental werk en new or improved predtets or proeesses; or te stpply 
stel eomecria Math working estpttat te he teed te the tistetttetHre at ete 
eettipetetts sty pitas: et atteriaqla fer ate: defesse er easertitd ebettett pre 
dtetien ef ta tty be eeesstey fe etatine + aredibrttteed trtisned eeoHe tr 
end steh loans or advenees mty be made er effected either direethy or Ht 
eoapertton wetttt berths op ether deredtre Httittietts Hrpettel me peetHetia te 
patiteipate: er by tHe pttrehtse ef prtetietpitions: resided feawenen Phe 
the feregeine powers shal be subject te the following restrictions and 
Himitetions+ 
tttess the fHitetebt! tasistetee tppled fer i tet othepydse matebte ett 
Persontbhe teers std eH tones pitee shalt be of ste sete vette oF se 
seetHed He HeHseHH bbe he sete Be pHttedte 
He te enter inte eomterets with te United atites Government mid may 
depeetert teeres, ap atieer trereef Hsetite prectpettest prarers able 
Hee the Adttristettien te fHterteh metieles: eq Htpeteri: stipttes: er sittherteets 
te the Creeetettt: 
te+ te teeee fer the perforsttee ef steh eotrrets hy HesetHrtite er 
others dete stbestteete be steed] bse Cette ere rtbtens bere bbe 
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meteriais; or parts thereef er servicing or processing im connection there 
with; er such menegement services as may be necessary te enable the 
Nettertttistetetientt be pestorte sttett eeerteeeton otteed 

+H tH preside teehetent tid treeteertet atde te srredltbttsitess eoreeres 
fee teenie teh eottHselHe om trttters Ht eoRHection with Governient pre- 
errement and on policies; principles and practices of good management 
tHehidins but Het Hetited to eost aeeouRting, methods of fireneing; bHsifess 
ttHsttpanes, neeidert euntrol weee tneentives and metheds engineering, by 
eos pePttine the advises wth voltateey bHsttess professional edtestionnt 
ed ether Honpreit erganisations, associations, and tstititiens and with 
other federal and state agencies: by maintaining @ elesrinehouse for in- 
formetion eoneerring the managing, francine and operation of smal busi 
fess enterprises; by disseminating such information, and by steh other 
Hetivities as ape deemed apprepttate by the -detiaisteation- 

She: 6 im ery ease in whieh the Administration certifies te any officer of the 
Government having proctrement powers that the Administration is competent 
+e perform #hy specifte Government prostrement contraet te be let by any steh 
otheer; stteh offieer shall be authorized te let sueh proetrement contract te the 
Administration pon sek terms and eonditiens #s may be agreed tpern between 
tre: Aderinistration she the pro stpentert offteer: 

Bee. F +t Meever takes eh statement krowing + to be false: op whoever 
willy everveltes any sectrity, for the prrpese of ebtainime for himself or for 
ery appleant eny lear; or extension thereof by renewal deferment of setion. 
er otherwise, or the seceptanee; release; or strbstitution of sectrity therefor: or 
fer the purpose of imflteneine it any wey the action of the Administration, or 
for the prrpese of obtaining money; property; of anything of vealte; under this 
wet; shal be punished by # fire of not more than £5,000 oF by trprisonment for 
Bot trope they tre vente oF beth 

t+h+ Wheever, being connected im any enpeeity with the -rdmtinisteation (44 
ertbesstes, ahsterets; ptetoins, ep willitHys tisapples aay sroneys; fads seetet 
ties; or other thines of valte; whether belonging to it or pledged or otherwise 
entetsted te +. or 444 with tHtent te defertd the Adetinisteation or any other 
body peltie er corperste: or any individual or te deceive any officer; auditor, 
oF exteiner of the -~detitisteation mekes any false entry it any book report or 
etitemest of or te the -belinistention: om weithert beings duby attherised, draws 
eny order or issies; pits forth; or assigns any nete; debenture, bond; or other 
eblesttion, oF detit: btHt of exehenee meortesee pidement or deeree thereok vor 
+4 ett ttert tH detested prettetpites shire recetees direetle op tredtpeetty 
ey Honey; prot property; er benefit through eny transection, loan, eon 
fission, contract er any other set of the Administration, or +14 gives any 
Hite tite ett Hee RE trite Pittitee setter of pelt of the chelttee- 
tration whieh micht afeet the valie of seetrities op Ravine seh knowledges; 
tvests of speetiistes, dtrecthy or tnedteecths, tn the securities or property of ary 
eompery oF eorporttion receiving feats or ether assistance from the -~Adeaitis- 
tration shell be pitished by # frre of Rot store thon #44400 oF by tprisoRment 
for Hot tere them Hye sexes, oF both 

eRe: & + shel be the duty of the Administention and it is hereby erepowered. 
Ae teet tt detepeitres sth tretteste in teeter 

ttt tH teke # eonptete Hrremtory of aH predictive fretities of smelt 
bristles eoteesie sted: eet be Heed for sete defesse: oF esneerHed ehetttert 
proditetion; of to arrange for sueh inventory te be made by any other govern- 
sett teeter edited Hots the feretlttes de tretee tee steel Hester tHe 
appropriate neencies in the several atates shel be reqtested te furnish an 
Heretttote, of the predtetive fredtties of steattthtsttess eoreeres Ho ene 
Peeberttie tate th sttete pee teptettteee te settthertete oot tee pre ceet  tteed 

ste fey Herereetiteerte trtted tes treeeeterter ttre tereett bee ebted: the prteedtettee 
capacity of smell-business concerns eam be most effectively utilized for wer; 
Hetetiee ob eeetetterd et cthteete 

Be ]t shall be the duty of the Administration and it is hereby empowered, 
tee eettttt teh eee eeete sith: see pereeerteed depretieets tered eettetes He tte 
totter ot ath opeepe ae tt tHe feeHttttto of pottes oF potictes itt trey a rety ttifee 
Hee met ste tet te ee eeetreette adh sted: coteeetrtretrtett leper et terettte 8 etree erie 
Tuieiaads bataundennlanaaticideun anaenaneaa iid an eelitan he Aner 
ttt ste pee teria etter tte ceebeeettrtetecttteets tte ete te ctrert thie tte tee of sett 
Ett CHE Bine tere be Beersttited prreteetedd site prpeecpeet 

Bes tH Fhe Administration shall have power; end it is hereby directed; whem 
eer + detettirtttes ste etteH ie teen — 
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44 te esnattt tte eHepertte with of-eers af the Garerittert brett pre 
etrement powers; it order te ttHine the petertitl precdtetive eapreity of 
goteteets epeptteed be snttl-ltsttens eetreettts: 

+h) te ebb Hrteprittttet ta te trethiods ted prtetioes wltiel Gerrert eter 
prime eontrreters ttilise im letting stibeemtrrets and te take aetien te en- 
eourege the betting ef stthesrtritets by pritte eortereters te sHitd-btriness 
eoHeeria tt prtees td en eoretiets tttd tertis whteb are fete rtd eerttttbtes 

ted te eheberetttte within tee tebtinttay the eoreeiia: HHins: persetia; eorpe- 
Pte: pteeHershipe eeepertteces: ar ether btsties etterprisce welted ttre 
te be destetttted sce ontetlbtettess eatreerta fer the pitepese of efboettrtitte 
the provisions ef this ret 

+d> te certify te Gevertment preetrement effcers with respeet te the 
POHTPeEAHeSS tts te esprteta ted erect: ef ste sitett-btisitess eoHeerA oF 
grevp ef sek eereerns te perternt & speerte Grevernment preetrement 
COREEHEE | 

Het be obtete feet tie dedered deprrtitertt: esttblahirert: en teeter ee 
etrped Ht preetrenten+ op Ht tite fines of preettrermert oF predtetion atteh 
Peperts eoreersinge the fettinge of contenets tte strbeontenets ted tattkte of 
ortia te btisttess eoneerin tte df Hite deer pertttert tH epee He ott ite Pte 
Hons HHeer thin het 

H} te ebtein front stpplers of mterith tfermetion pertaining te the 
srethed of HHine orders tied the braes for atheentine thete stpphes adreteser 
it appears that any steel business is unable te obtein materials from: its 
sopeatt settees fer ade ar deterse predtetton ap for exsentit! er steh ether 
eivitiern preduetion as is neeessary te meintain a wel-balaneed national 
eeoReRnrT- 

tet te atthe atitedies tre peeortieneetiens te the mppreprttte dedersedt 
HeeHeles be Hrattee tt fete ttre er ttttebte ahetee ef gretberitda: sttp plies; ete ee tithe 
Hest te seeth-btistHess eoteerta te efeettrte wee er defense proses: fer 
essential ebvilien purpeses; er fer amy ether prrpese deemed essential te @ 
weblbelttece tertieteed eatery 

th+ te eonsth: ad esoperiste with al Gewertitert teenetes far the ptrpese 
ef insuring that smel-business eoreerns shal reeebre fair and reasonable 
trertiment fre sttd agereies: ted 

tH te estabheh steel terisery bertde ted esettttees doll pepresetthee 
tive of stitth bsittess ee titey be fetid teeessitey te teliere the pttepeses of 
this “et 

See: 44+. da any esse Ht whieh @ smiel-business eorneern er group ef steh eor- 
eerns hes been certified by er under the authority of the Administration te be @ 
competent Gerernment eontraecter with respeet te enpreity and eredit as te @ 
specie Gevernitent preedrement eorteret, the etheers ef the Gevernment he 
the preetrerrent powers are diteeted ty teeept sttelh ceptHterttion te eareltstve; 
tthe tte trttherised te fet atrel Gemestitert prsetipetient eaHtetet fe sttete ete 
eerh er grotp of eoencerns withett peqttting +H te meet any ether peetitrertent 
with Pespeet te enpiterey ted eredit- 

mer des Be effeettitte the patepeses af Hite cet sett btistitess eeteeetia Hh Ht 
the meanite ef this “et shal reeebete trey eavered oF eortrret oF sey ptt thereof 
te te wtel H ta detertttited by the Ardetttsteetiogt: td tle eon teetHie preetHe 
sent reeretes +44 te be ta the trterest of arobtihwtte the Netter cs fH predtetive 
expreity; 484 te be Ht the dHiterest of aH op tettiontd defense prosrttis, or 46+ te 
be ++ the Hterest of a wel-bealtneed aetienel eeeneney, te ake steh award oF 
fet streh eorteret te st state btsitiess eoteertt: 

se: 46- Phe Achtitistestion shell take # pepert every six ttonths ef epera- 
Hons titder thin “et te the President the Prestdert of the serttte: nid the sperter 
ef the Heuse of Representatives: Steh report shell inehide the names ef the 
brsthess eoreerts te veto eontrtets are tet aad for won fittretne i4 erated 
by the Adnitistestion: teeether wth the seretate tHeteeds> ated sHeb pepert shett 
Helide stel ether trhorttition tite sted eerittertttia td peeonttretbttHetts ta tHe 
<a testy cleete tp pre ppitte: 

- 44: Phe Administeation is hereby empowered te make studies of the 
eect of prices eredtt: rtrd etter eotttrals trpesed titeed wt et dite Hare prea His 
td wherever tt fide tet these eq#ttrely diserttninnte retitet er Hipese Httdtte 
htedship tpet stetl btsittess: te Hite peeetineredtttiota te the tppreprtete 
~~ teesey for the eedittstiresrt of comtrels te the teede of stittl bttsittess- 

+ He tt he Prestdedt tase tester te He -Letiisterttiest tae fHttettotis: 
pee ns nd lies nt pe meinen oe move shun ing nrtayf n 
bttsitess probleris de eetteeton ith ae ated: tester te Prestdert pity 
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Serimaen Chadians oF anteater ny Sentai ond 
trexpended balanees of approprictions and ether finds available te the depart 
Het | eee front ateh the tester is made: 

+b} Fhe President may alse provide for steh transfers of reeords; property 
snd personne! from the Smelt Defense Plants Administration, during the period 
of its Hettidation as he considers appropriate te assist the Smell Business Admin- 
isteetion i enpryite et +s fimetions tader this Aet the Defense Predetion 
Aet ef 4956; as amended, is further amended by the repeat of seetion 744 of 
that “ret 

Sze: 16- Ne loan shall be seeommended er equipment, freilities; er sepviees 
Henished by the -dutitistertien under this et te amy bisiness enterprise tite. 
the owners; partners; er effeers of seh business enterprise 4) eertif¥ te the 
Adtinistestier the arines ef aie titepners: neente: eF ether persons engeged hy 
er on behell of seh busitess enterprise for the ptrpese of expediting appheations 

tmede to the -~dministeation for assistance of aay sort; and the fees paid er te be 
pid te pee steh persons: sed 14 exeeite ae fereerent binding any steh busine. 
esterprise fer a peried of re veres after ay assistanee is rendered by the Adtin- 
istpetion to seh business enterprise, te refeain from employing, tendering any 
eftee er employment te, er retaining fer professional serviees; amy person whe 
en the date seh assistenee or any part thereef aes penderec: er within ere 
yerr prier therete, shal have cepved as an offer; attepnes, agent er employer 
ef the Administration ecetpying @ pesitien er enereing in eetivities whieh the 
Adiinistration shal heave determined itvebre diseretion with respeet te Hic 
Sette 4) tester ter this et 

BBe- + “Fe the fHttest extent the Administention deems praetiesble; it shel! 
treke # fait ehetee for the tse of Geverninenteowned property and make and t+ 
eonteeets en a basis tat will sesHlit im a peeevers of the dircet+ eusts neu red by 
the Nebr teinteerte ete 

Bee $ Here eee herebe attherised te be appreppiated steh stmes ae mae be 
necessary and appropriate fer the esrrying ett of the previsions and purpeses o 
tris -het- 

see: +4. H ery presisier ef this Ae or the aepplertion thereef te amy person 
oF eirettmstanees, is Held ivelid: the remainder of this -Let and the applentien 
of siteh presisiet te other persons ef cipertestanees: shall wet he affeeted thereby 
That this Act may he cited as the “‘Small Business Act of 1953’’. 


Sec. 2. The essence of the American economic system of private enterprise is 
free om petilion Only through full and free com pet tion can free markets, fre 
entry into business and oppo tut ities for the expression and grou th of personal 
initiative and individual judgment be assured. The p eservation and expansion of 
such competition hasic not only to the economic well-be ing but to the security of 
this Nation Such security and wel -heing cannot be realized unless the actual and 


potential of small-business is encouraged and developed. It is the declared policy of 
the Conaqress that the Government should aid, counsel, assist, and protect insofar as 13 


possible the interests of small-business concerns in order to preserve free competitive 
enterprise, to ire that a fair proportion of the total purchases and contracts for 
supplies and sé es for the Government be placed with small-business enterprises, 
and to maintain and strengthen the overall economy of the Nation. 

Sec. 3. For purposes of this Act, a small-business concern shall be deemed to be 
one whicl independently owned and operated and which is not dominant in its 
field of operation In addition to the foregoing criteria the Administration, in 


making a detailed definition, may use these criteria, among others: Number of 


en plo yees, and doll volume of HuUsIness, 

Sec. 4. (a) In order to carry out this policy there is hereby created an agency 
under the name “Small Business Administration” (hereinafter referred to as the 
idministration), which Administration shall be under the general direction and 
supervision of the President and shall not be affiliated with or be within any other 
agency or department of the Federal Government. The principal office of the Admin- 
istration shall be located in the District of Columbia, but the Administration may 
establish such branch offices in other places in the United States as may be determined 
by the Administrator of the Administration. 

(b) The Administration is authorized to obtain money from the Treasury of the 
United States for use in the performance of the powers and duties granted to or 
imposed spon tt hy law. not to exceed a total of $250,000 ,000 outstanding at any one 
time. For this purpose appropriations not to exceed $250,000,000 are hereby 
authorized to be made to a revolving fund in the Treasury. Advances shall be made 
to the Administration from the revolving fund when requested by the Administration. 
This revolving fund shall be used for the purposes enumerated subsequently in sections 
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aie 


a), (b), and (c). Not to exceed an aggregate of $150,000,000 shall be outstanding 
at any one time for the purposes enumerated in secticn 7 (a) Not to exceed an 
aggregate of $100,000,000 shall be outstanding at any one time for the purposes 
numerated in sections 7 (b) and (c). 

c) The management of the Administration shall be vested in an Administrator 
ho shall be appointed from civilian life by the President, by and with the consent of 
he Senate, and who shall be a person of outstanding qualifications known to be 


‘familiar and sympathetic with small-business needs and problems. The Adminis- 
tor shall receive compensation at the rate of $17,500 per annum. The Ad- 
nistrator shall not engage in any other business, vocation, or employment than 

that of serving as Administrater. The Administrator is authorized to appoint three 

deputy administrators to assist in the execution of the functions vested in the 
idministration. Deputy administrators shall be paid at the rate of $15,000 per 

’ ? wh 


d) There is hereby created the Small Business idvisory Board of the Small 
Business Administration, which shall consist of the following members, all er officio 
The Secretary of the Treasury, as Chairman, the Secretary of Commerce, and the 
idministrator Either of the said Secretaries may desiqnate an offi er of his De part 
ment, who has been appointed by the President by and with the advice and consent of 








e Senate, to act in his stead as a member of the Small Business Advisory Board wit! 
nect to any matter or matters. The Small Business Advisory Board shall establish 
general policies which shall govern the Administration in carrying out the powers, 
duties, and authority conferred upon it by the Act Such gene al policies si vil, 
umong other things, provide the standards (1) for the granting and dential of Sinan ial 
issistance by the Administration, and (2) for exercis of the powers enumerated in 
ections ? (b) and (ec) It shall also be the duty of the Small Busine Advisory 
Board to periodically review the operations of the Administration and coordinate tts 
clions with other activities and policies of the Government 
Sec. 6. (a) The Administration shall have power to adopt, alter, and use a seal, 
which shall be judicially noticed. The Administrator is authorized, subject to the 
ivil service and cla sification laws, to select, « mploy, appoint, ar d fix the compensation 
of such officers, emplo yees, attorneys, and agents as shall be necessary to carry out the 
provisions of this Act; to define their authority and duties, require bonds of them, and 
fiz the penalties thereof. The Administration, with the consent of any board, com- 
mission, independent establishment, or executive department of the Government, may 
avail itself of the use of information, services, facilities, including any field sert 
he reof, office rs, and é moplo sees the reof, im carrying ol the Provisions of t} is li t 


(b) In the performance of, and with respect to, the functions, powers, and dutte 
vested in him by this Act, the Administrator, notwithstanding the provisions of any 
other law, may 

(1) sue and be sued in any court of record of a State having general jurisdiction, 
or in any United States district court, and jurisdiction is conferred upon I 
district court to determine such controversies without regard to the amount in 
controversy: Provided, That no attachment, mjunction, garnt hment, or other 
similar process, mesne or final, shall be issued against the Administrator or h 
property; 

(2) under regulations prescribed by him, assign or sell at public or private sale, 
or otherwise dispose of for cash or credit, in his discretion and upon such term 
and conditions and for such consideration as the Administrator shall determine 
to be reasonable, any evidence of debt, contract, claim, personal property, or 
security assigned to or held by him in connection with the payment of loans here- 
tofore or hereafter granted under this Act, and to collect or compromise all obli- 
gations assigned to or held by him and all legal or equitable rights accruing to him 
in connection with the payment of such loans until such time as such obligation 
may be referred to the Attorney General for suit or collection 

(3) deal with, complete, renovate, improve, modernize, insure, or rent, or sell 
for cash or credit upon such terms and conditions and for such consideration a 
the Administrator shall determine to be reasonable, any real property conveyed 
to or otherwise acquired by him in connection with the payment of loans granted 
under this Act; 

(4) pursue to final collection, by way of compromise or otherwise, all claims 
against third parties assigned to the Administrator in connection with loans 
made by him. This shall include authority to obtain deficiency judgments or 
otherwise in the case of mortgages assigned wo the Administratcr. Secvion 3709 
of the Revised Statutes, as amended (41 U.S. C. 5), shall not be construed to 
appl, to any contract of hazard insurance or to any purchase or contract for 
services or supplies on account of property cbtained by the Administrator as a 
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result of loans made under this Act if the premium therefor or the amount thereof 








does not exceed $1,000. The power to convey and to execute in the name of the 
Administrator deeds of conveyance, deeds of release, assignments and satisfac 
lions of mortgage and any other written instrument relating to real property or 
any interest therein heretofore or hereafter ac q sired Ly the Administrator pur 
suant to the pro ions of this Act may be exercised by the Administrator or by 
any offit or agent appointed by him without the execution of any express dele- 
gation of power or power of attorney Vothing in this section shall be construed 
to pre nt the idministrator from dele jaling such power hy / order or by power ¢ f 
attorney. vr s discretion, lo any officer or agent he may appoint; 
acg ure in any tawsul manner, any property (real per sonal, or mixed 
tangible 0 niangiul . whenever deemed necess iry or appropriate to the conduct 
of the actimties authorized in section 7 a) of this Act: and 
fi) ina lion to any powe function privilege and immunities otherwise 
vested n him. take any and all action determined by him to be TLECESSATY OFT 
dé rable y making ert nag, co prom ing, modi fyi ng, t nq wal ing, oT other 
u e dealing ih or realizing on loans or advance made under the provision 
of th (ct 
c To ch extent as he finds ne CE ary to carry out the PVOVISLONS of thia A ct, the 
Administrati i hereby authorized to procure the te mporary not in excess of one 
year ervice of exper or consultants or organizations thereof, including stenographic 
reporting service hy contract or appointment and in such cases such service shall 
he ithout regard to the cil service and classification laws, and, except in the case 
of stenc qgraphru eporting serrices by orgar alions, without re gard lo section 8709, 
Revised Statute as amended if S. C.4 
Sec. ¢ All mone of the i\dministration not otherwise employed may be de- 
posited th the Tre srer of the United States subject to check by authority of the 
Administration The Federal Reserve banks are authorized and directed to act aa 
de positaries Cu dian and fiscal agent fo the (dministration in the gene ral 
pe rformance of its powers conferred by this Act iny hanks insured hy the Federal 
Deposit Insurance Cor poration hen designated by the Secretary of the Treasury 
shali act as ¢ fadiar and financial agents for the Administration. 
EC é The idministration is empowered 
a to make loans or advances to enable small tusiness concerns to finance 
plant constructior conversion, or expansion, in ding the acquisition of land; 
or to finar the yu ion f equipment, facilities, machinery, supplies, or 
mate a or to ip such concerns with working capital to be used in the 
manu tre of articles, equipment, supplies, or materials for war, defense, or 
PRRPY nh 4 production or as may be necessary to ensure a well-balanced 
national ecor ind such loans or advances may be made or effected either 
directiy o n cooperation with banks or other le nding wnstitutions thro igh agree- 
ments to participate on an immediate or deferred basis: Provided, however, That 
the foreg g powers ha he abject to the following restrictions a nd limitations 
; Vo financial assistance shall be extended pursuant to (a) above unless 
the finar 1l assistance applied for is not otherwise available on reasonable 
nil ’ wi made ha hye f ith sound value or 20 secured as 
reasona! tn ¢ ire repaument:; no participation may be purchased uniess 
} } 1 deferred rlicipation is not available; and no loan may 
he? le nless it is shown that a participation is not available; 

) n or advance 1 he granted under this Act tf the total 
aa 17 tetanding ar ymmitted by participation to the borrower from 
the ret ng fund established by this Act ould exceed 100.000, and no 

y iding ene fais or extensions thereol, may be made for a period 
( perio é na ten years: except that any loan made for the pur pose 
nefructiy7 ndustrial facilities may have a maturity of ten years plus 
ach lation pe wl as ia estimated ma be require 1 to complete such 
ements to participate in loans on a deferred basis, such 
part of o the Administration sha yf De in excess of 90 per centum 

of the bh e of the loan outstandina at the tir xf dishursement 
h) to ente nto yntracts with the l/nited States Government and an y depart- 
ment, agen ( ff er thereo! having Dp screment powers ab gating the Admin- 
istration to furnisi ticles, equipment, supplies, or materials to the Government; 
c) to arrange for the performance of such contracts by negotiating or otherwise 
letting subcontracts to small-business concerns or others for the manufacture, 
supply, or assembly of such articles, equipment, supplies, or materials, or parts 


thereof. or sert ng or processing in connection therewith. or such management 
y 7 4 ’ 
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services as may be necessary to enable the Administration to perform such 
contracts; and 

(d) to provide technical and managerial aids to small-busine concerns, by 
advising and counseling on matters in connection with Government procurement 


and on policies, principle s, and practices of good management including but 
not limited lo cost accounting, methods of finan nd, busine Ss wsurance, acei lent 
control, wade incentives and methods engineering, by cooperating a d adm ing 
with voluntary business, professional, educational and other nonprofit organiza 
tions, associations, and institutions and with other Federal and State agencies, 
by maintaining a clearinghouse for information concerning the managing, 
financing and operation of mall-busine ente rp es, by disse minating su h 
information, and by such other activities as are deemed appropriate by the 
1dministration 
Sec. 8 The Reconstruction Finance Corporation 
from amall businesses received by it after the date of enactment of this Act to the 





ll transmit equests for loans 
j 
idministration for its consideration and possible action 

Sec. 9. In any case in which the Administration certifies to any officer of the 
Government having procure ment powers that the ldministration is compete nt to 


form any specific Government procurement contract to be let by any such office : 


per, 
such officer shall be authorized to let such procurement contract to the Administration 


upon such terms and conditions as may be agreed upon between the Administration 
and the procurement officer. 

S Et 10 a) Whoever makes any statement knowing it to be false, or whoever 
willfully overvalues any security, for the purpose of oblaining for himself or for any 
applicant any loan, or extension thereof by renewal, deferment of action, or otherwise, 
or the acceptance, release, or substitution of security therefor, or for the purpose of 
influencing in any way the action of the Administration, or for the purpose of obtaining 
money, property, or anything of value, wnder this Act, shall be punished by a fine 
of not more than $5,000 or by imprisonment for not more than two years, or hoth. 

b) Whoever, being connected in any capacity with the Administration (A) em- 
bezzles, abstracts, purloins, or willfully misapplies any moneys, funds, securities, or 
other things of value, whether belonging to it or pledged or otherwise entrusted to it, 
or (B) with intent to defraud the Administration or any other body politic or corporate, 
or any individual, or to deceive any officer, auditor, or examiner of the Administration 
makes any false entry in any book, report, or statement of or to the Administration, 
or, without being duly authorized, draws any order or issues, puts forth, or assigns 
any note, debenture, bond, or other obligation, or draft, bill of exchange, mortgage, 
judgment, or decree thereof, or (C) with intent to defraud participates, shares, receives 
directly or indirectly any money, profit, property, or benefil through any transaction, 
loan, commission, contract, or any other act of the Administration, or (D) gives any 
unauthorized information concerning any future action or plan of the Administration 
which might affect the value of securities, or, having such knowledge, invests or specu- 
lates, directly or indirectly, in the securities or property of any company or corporation 


receiving loans or other assistance from the Administration shall be punished by a 
fine of not more than $10,000 or by imprisonment for not more than five years, or both. 
Sec. 11. It shall be the duty of the Administration and it is hereby empowered, 
whenever il de te rmines such ar lion qe necessary 
(a) to make a complete inventory of all productive facilities of small-business 
concerns which can be used for war or defense production, or to arrange for such 
inventory to be made by any other governmental agency which has the facilities. 
In making any such inventory, the appropriate agencies in the several States 
may be requested to furnish an inventory of the productive facilities of small- 
business concerns in each respective State if such an inventory 18 available or in 
prospect; and 
(b) to coordinate and to ascertain the means by which the productive capacity 
of small-business concerns can be most effectively utilized for war or defense 
production. 

Sec. 12. When directed by the President, it shall be the duty of the Administration 
to consult and cooperate with governmental departments and agencies im the issuance 
of all orders or in the formulation of policy or policies in any way affecting mall- 
business concerns. When directed by the President all such governmental departments 
or agencies are required, before issuing such orders or announcing such policy or 
policies, to consult and cooperate with the Administration in order that the interests 
of small-business enterprises may be recognized, protected, and preserved. 

Sec. 13. The Administration shall have power, and it is hereby directed, whenever 
it determines such action is necessary 
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(a) to consult ani cooperate with officers of the Government having procurement 
powers, in order (0 utilize the potential productive capacity of plants operated by 
small-business concerns; 

b) to obtain information as to methods and practices which Government 
prime contractors utilize in letting subcontracts and to take action to encourage 
the letting of subcontracts by prime contractors to small-business concerns al 
prices and on conditions and terms which are fair and equitable; 

c) to determine within any industry the concerns, jirms, persons, corpora 
tions, partnerships, cooperatives, or other business enter prises, which are to be 
designated *‘ small-business concerns’’ for the purpose of effectuating the pro 
visions of this Act 

(d) to certify to Government procurement officers with respect to the comp 
tency, a to capacily and credu, of any small-busine s concern or group of such 
concerns to perform a specific Government procurement contract; 

f lo obtain jrom any Fede ral de partme nt, establishment, or agency engage d 
in procurement or in the financing of procurement or production such report 
concerning the letting of contracts and subcontracts and making of loans to 
business concerns as il may deem pertinent in carrying oul is functions under 
this Act 


[) to obtain from suppliers of materials information pertaining to the method 


of filling orders and the bases for allocating their supply, whenever it appears 
that any sma business is unable to obtain materials from its normal sources 
for war or defense production 


l to make studtve and recommendations to the appropriate Federal agencie 
' P) 


to insure aia and equitad share of materials, s Lpplres and equipme nt to 
small-busine oncerns to effectuate ar or defense programs; 

h to consull and cor pe rate ith all Government agencies jor the pur pose of 
insuring that small-business concern hall receive fair and reasonable treat- 
ment tron 1i¢ 7e7 é ind 

f estahblis SU admsory boards and commattees u holly representative of 
sma yu re I mau b nd nere ary to achieve the purposes of tha ict 
SE ] In anw case n wh a small-business concern or group of ich concerns 
has been certified by or under the authority of the Administration to be a competent 
Government co —? th reapect to capacity and credit as to a snecific Government 
procure ment contra he f s of the Government ha ing procureme nt powers are 
directed to accept fifcation as conclu e, and are authorized to let such 
Government pro ent contract to such concern or group of concerns without 
requiring it to meet any other requirement with respect to capacity and credit. 
Ne 15 To effectuate the purposes of this ict, small-business concerns within 
the meaning of this Act shall receive any award or contract or any part thereof as to 
which it is dete ined by the Administration and the contracting procurement agencies 


(A) to be in the interest of mobilizing the Nation’s full productive capacity, or (B) to 





be in the interest of war or national defense programs 

SE 16. Th idministration sha make a report every six months of onerations 
under this Act to the President, the President of the Senate, and the Speaker of the 
House of Representative Such report shall include the names of the business con- 


cerns to whom contra are let and for whom financing is arranged by the Adminis- 
tration, together with the amounts involved, and such report shall include such other 
information and such comments and recommendations as the Administration may 
deem appropriate 

Sec. 17. The Administration is hereby empowered to make studies of the effect 
of price, credit, and other controls imposed under war or defense programs and 
wherever ut finds that these controls discriminate against or in pose undue hardship 
upon small business, to make recommendations to the appropriate Federal agency 


f 


or the adjustment of controls to the needs of small business. 





Oz 18. (a The President is authorized to consult with re presentatives of smaill- 
business concerns with a vie to encouraging the making by such persons with the 
approval by the Pre lent of voluntary agreements and programs to further the 
object ves of this Act 

(b) No act or omission to act pursuant to this Act which occurs while this Act is 
tn effect, if requested by the President pursuant to a voluntary agreement or program 
approved under subsection (a) and found by the President to be in the public tnterest 
as contributing to the national defense shall be construed to be within the prohibition 
of the antitrust laws or the Federal Trade Commission Act of the United States. A 
copy of each such request intended to be within the coverage of this section, and any 
modification or withdrawal thereof, shall be furnished to the Attorney General and 
the Chairman of the Federal Trade Commission when made, and it shall be published 
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the Federal Register unless publication thereof would, in the opinion of the Presi- 
dent, endange r the national security 
(c) The authority granted in subsection (b) shall be delegated only (1) to an official 
ho shall for the purpose of such delegation be required to be appointed by the Presi- 
nt by and with the advice and consent of the Senate, and (2) upon the condition 
ut such official consult with the Attorney General and with the Chairman of the 
Federol Trade Commission not less than ten days before making any request or 
finding thereunder, and (8) upon the condition that such official obtain the approval 
the Attorney (reneral to any requesl thereunder before making the request 
i) { pon withdrawal of any request of finding made hereunder the provisions 


i} section shall not apply to any subse yuent act or omission to act by reason of 
h findina or re quest ; 
SE 19 a The President may transfer to the ldministration any functions, 
ers, and duties of any de partment or agency u hich relate primarily to small 
ness problems In connection with any such tra fer, the P lent may pro 
le for approp hate transfers of records, properly, necessary pe onnel, and unex 


led balances of appropriations and other funds available to the departme nt or 


ney from which the transfer is made. 
h) The President may also pro ide for such transfers of records, property, ar l 
nersonnel from the Small Defe nse Plants Administration, during the period of its 
yuidation, as he considers appropriate to assist the Small Business Administration 
carrying out its functions under this Act The Defense Production Act of 1950, 
re nded, is further amended by the re peal of section 714 of that Act 








SK 40) No loan shall be made or equipment, facilities, or services furnished 
by the Administratior nder this Act to any business enterprise unless the owners, 
partners, or officers of such business enter p we (1) certify to the Administration 
he names of any attorneys, agents, or other persons engaged by or on behalf of such 


s enterprise fo the pur pose of expe liting applications m ule lo the Adminis 





tration for assistance of any sort, and the See 8 paid or lo be paid to any such persons; 


execule an agreement binding any such business enterprise Jor a pe iod of two 
years after any assistance is rendered by the Administration to such business enter- 
prise, lo re f ain from employing, le nde ring any offive oO? emplo jment to, o7 retain nq 

p ofessional services, any person u ho, on the date such assistance or any part 
he eof was rendered, or within one yea prior thereto, shail have erved as an office - 
attorney, agent, or employee of the Administration occupying a posilion or engaging 
in activities which the Administration shall have determined involve discretion with 
espect to the granting of assistance under this Act; and (3) shall furnish the names 
of lending institutions to which such business enterp ise has applied for loans to 
agethe r with dates, amounts, terms, and proof of refusal 


See. 21. To the fullest extent the Administration deems practicable, it shall make a 
fair charge for the use of Covernment-owned property and make and let contracts on 
a basis that will result in a recovery of the direct costs incurred by the Administration. 

See. 22. There are hereby authorized to be appropriated such sums as may be 
necessary and appropriate for the carrying oul of the provisions and purposes of this 
Act. 

Sec. 23. If any provision of this Act, or the application thereof to any persor. or 
circumstances, is held invalid, the remainder of this Act, and the application of such 
provision to other persons or circumstances, shall not be affected thereby. 


_ 


Summary or H. R. 5141 as Reportrep spy tHE House COMMITTEE ON BANKING 
AND CURRENCY 


This bill, as reported, would provide for the establishment of a permanent, 
independent Small Business Administration. The Administration would con- 
tinue many of the functions of the Small Defense Plants Administration ! in the 
present mobilization period and in addition would be given powers and duties 
to encourage and assist small-business enterprises in peacetime as well as in any 
future war or mobilization period. To avoid duplication of functions and waste 
of effort and expense, there would be concentrated in this one agency of the 
Government the responsibility for administering programs to preserve and 
develop small business. The Small Business Administration would be empov ered 
to make loans to small business, to enter into Government procurement contracts 


1 Under the provisions of sec. 714 of the Defense Production Act of 1950, as amended, the Small Defense 
Plants Administration would be terminated as of June 30, 1953. Upon enactment of this bill, said sec, 714 
of the Defense Production Act of 1950, as amended, would be repealed. It was under said sec. 714 that the 
Small Defense Plants Administration was created. 
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to be sublet to small business, to certify to Government procurement officers as 


to the capacity and credit of small-business concerns to undertake a specifi 
Government procurement contract and to provide technical and managerial aids 
to small busines The Administration would also be empowered to make an 


inventory of the productive facilities of small business useful for war or defen 
production, to encourage the letting of subcontracts to small business by Gov 
ernment prime contractors, to make recommendations to appropriate Federal! 
agencies to insure that a fair and equitable share of materials go to small busines 
and to cooperate with Government procurement officials in order to attain th: 
full use of the productive capacity of small business. 


SECTIONAL ANALYsIs OF H. R. 5141 
Section 1 


The first section would provide a convenient short title for the act. 
Section 2 


This section would declare as the policy of Congress that the Government 
should aid, counsel, assist, and protect insofar as it is possible the interest of 
small-business concerns in order to preserve free competitive enterprise, to insure 
that a fair proportion of the total purchases in contracts for supplies and services 
for the Government be placed with small-business enterprises, and to maintain 
and strengthen the overall economy of the Nation. 


Section 3 


This section would provide that a small-business concern shall be deemed to 
be one which is independently owned and operated and which is not dominant 
in its field of operation. This section would authorize the Administration to 
make a more detailed definition and in so doing would authorize it to use addi- 
tional criteria among which are number of employees and dollar volume of busi- 
ness. With respect to nondominance in its field, the committee does not intend 
to exclude business enterprises which are actually small-business enterprises that 
manufacture an article or commodity which is not manufactured by any other 
business. The mere fact that a small business makes a particular product or 
item and is dominant in its field with respect to the particular product or item is 
not intended to disqualify it from the benefits of this act if it is actually a small- 
business enterprise. 





Section 4 


Subsection (a) of this section would create a Small Business Administration 
under the general direction and supervision of the President to carry out the policy 
of the act and administer the authority granted therein. The principal office of 
the Administration would be located in the District of Columbia and branch 
offices could be established in other places in the United States. 

Subsection (b) would authorize the appropriation of $250 million to enable 
the Administration to perform the powers and duties conferred upon it. The 
appropriations would be made to a revolving fund in the Treasury and the fund 
would be limited in use to the purposes enumerated in sections 7 (a), (b), and (e). 
This subsection would limit the amount of funds used for the purposes enumerated 
a) to $150 million outstanding at any one time, and $100 million 


‘ 
outstanding at any one time with re 














pect to sections 7 (b) and (ce 

Subsection (c) would vest the management of the Administration in an Admin- 
istrator to be appointed by the President with the advice and counsel of the Senate 
and would require the appointee to be a person of outstanding qualifications known 
to be familiar and sympathetic with small business needs and problems. This 
section also would authorize the appointment of three deputy administrators and 
provides the salaries for the Administrator and deputies. 

Subsection (d) would create a Small Business Advisory Board consisting of the 
Secretary of the Treasury as Chairman, the Secretary of Commerce, and the 
Administrator. The Board would establish general policies which would govern 
the Administration in carrying out the powers, duty, and authority conferred on it 
by this act including, among other things, general policies with respect to loan 
assistance and contract authority. The Board would also be required periodically 
to review the operations of the Administration and to coordinate its functions with 
other activities and policies of the Government. 









The attention of your committee was called to certain instances in which it was 
reported assistance had been given by the Small Defense Plants Administration to 
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persons or concerns W hich resulted in assistance not being given to legitimate small 
isiness but to promoters without business experience in the particular field and 
ad the effect of actually subverting the intent of Congress in setting up the SDPA. 
One of the purposes of the Policy Board created by this subsection would be to 
tablish policies and periodically review operations of the Administration to 
assure that the benefits of this act in fact flow to legitimate small-business concerns. 


Section 0 

Subsection (a) of this section would authorize the Administration to adopt a 
seal which shall be judicially noticed It also would authorize the employment 
of the necessary personnel, subject to the civil service and classification laws, 
required to carry out the provisions of the act It would further authorize the 
Administration with the consent of other agencies of the Government to avail 
itself of the use of the information, services, facilities, and employees of such 
wencies in carrying out the provisions of the act 

Subsection (b) of this section would set forth detailed powers of the Adminis- 
trator necessary to the performance of his functions, powers, and duties under this 
act. 

Subsection (c) of this section would authorize the Administrator to procure the 
temporary services of experts and consultants, without regard to the civil service 
and classification laws, to the extent the Administrator finds necessary to carry 
out the provisions of the act. Such temporary employment would be restricted 
to 1 year or less. 


Section 6 

This section would require that all moneys of the Administration not otherwise 
employed be deposited with the Treasury of the United States. It would further 
authorize the Federal Reserve banks to act as de positories and fiscal agents for 
the Administration in the general performance of its powers Banks insured 
by the Federal Deposit Insurance Corporation, when designated by the Secretary 
of the Treasury, would also be authorized to act as custodians and financial 
agents. With respect to Federal Reserve banks acting as fiscal agents for the 
Administration, it is not intended that Federal Reserve banks make loans or 
perform other acts requiring the exercise of judgment with respect to financial 
transactions of the Administration. 


Section 7 

This section would authorize the Administration to make loans, enter into 
contracts with Government agencies, enter into subcontracts with small-business 
enterprises, and provide managerial and technical aids to small businesses. 

Subsection (a) of this section would authorize the Administration to make 
loans to small-business concerns, to finance plant construction or expansion, 
to finance the acquisition of equipment, facilities, machinery, and supplies or 
materials, and to supply small-business concerns with working capital to be used 
in the manufacture of articles, equipment, supplies or materials for war, defense, 
or essential civilian production or as may be necessary to insure a well-balanced 
national economy. These loans may be made either directly or in cooperation 
with banks or other lending institutions or through agreements to participate 
on an immediate or deferred basis 

Participations on a deferred basis would be limited to 90 percent of the balance 


of the loan outstanding at the time of disbursement. In addition the Adminis- 
tration could not make a loan unless it is shown that a Pee ipation is not avail 
able, and it could not enter into a participation unless it is shown that a deferred 
participation is not available. The purpose of these ie lirements with respect 


to participations is to conserve the funds of the Administration and to enable 
lending institutions generally to use their own funds either entirely or to the 
greatest possible extent in connection with the financing of small-business concerns. 

This subsection would further require that no financial assistance could be 
extended unless it is not otherwise available on reasonable terms and would 
require all loans made to be of such sound value or so secured as reasonably to 
assure repayment. It would further limit loans made or participations entered 
into by the Administration with respect to any borrower to $100,000 outstanding 
at any one time. Loan maturities, including renewals and extensions thereof, 
would be limited to 10 years except in the case of a loan made for the purpose 
of constructing industrial facilities, the maturity could be 10 years plus the 
estimated time required to complete construction. 

Subsection (b) would authorize the Administration to enter into contracts 
with the Government and any department, agency or officer thereof having pro- 
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curement powers obligating the Administration to furnish articles, equipment or 
supplies to the Government. 

Subsection (c) would authorize the Administration to arrange for the per- 
formance of contracts entered into pursuant to subsection (b) of this section by 
negotiating or otherwise letting subcontracts to small-business concerns or others 
to enable the Administration to perform such contracts. 

Subsection (d) would authorize the Administration to provide technical and 
managerial aid to small-business concerns. 

Section 8 


This section would require the Reconstruction Finance Corporation to transmit 
applications for loans from small businesses received by it after the date of enact 
ment of this act to the Small Business Administration for its consideration and 
possible action. 


Section 9 


This section would authorize Government procurement officers to let Govern 
ment procurement contracts to the Small Busi: 





Administration upon terms 
to betwene the Administration and the procurement officer 
\dministration certifes to any such officer that the Administration 
is competent to perform any specific Government contract to be let by any such 
officer. 


and conditions agreed 
whenever the 


Section 10 


This section contains penal provisions with respect to offenses such as embezzle- 


ment, fraud, false statements, and the like. 
Section 11 


Subsection (a) would authorize the Administration to make a complete inven- 
tory of all facilities of small-business concerns which can be used for war or 
defense production or to arrange for such inventory to be made by any Govern 
ment agency having facilities therefor. : ; 

Subsection (b) would authorize the Administration to coordinate and ascertain 


the y which the productive capacity of small-business concerns can be 
most effectively used for war or defense production. 





Section 12 
This section would authorize the Administration, when directed by the Presi- 
dent, to consult and cooperate with other Government agencies and departments 
in the issuance of orders or policies affecting small-business concerns and would 
further require such governmental agencies, when directed by the President, before 
issuing such orders or announcing such policies, to consult with the Administration 
in order that the interest of small-business enterprises may be recognized, protected, 
nd preserved. 
Section 13 


This section would authorize the Administration (a) to consult and cooperate 
with Government procurement officers in order to use the potential productive 
capacity of plants operated by small-business concerns, (b) to obtain data as to 
methods and practices which Government prime contractors utilize in letting 
subcontracts and to take action to encourage the letting of subcontracts by 
Government prime contractors to small-business concerns, (c) to determine within 
any industry the concerns which 
for the purposes of this act, (d 
with respect to th 


thereof 


are to be designated ‘small-business concerns” 
to certify to Government procurement officers 
e capacity and credit of any small-business concern or group 
to perform a specific Government procurement contract, (e) to obtain 
from Government procurement agencies reports concerning the letting of con- 
tracts and subcontracts and the making of loans to business concerns, (f) to 
obtain from suppliers of materials data with respect to the method of filling 
orders and bases of allocating their supply whenever i 


it appears that any small 
business is unable to obtain materials from its normal sources for war or defense 


production, (g) to make studies and recommendations to Federal agencies allo- 
cating materials to insure to small-business concerns a fair and equitable share 
in order to effectuate our defense programs, (h) to consult and cooperate with 
Government procurement agencies to insure that small-business concerns receive 
fair and equitable treatment from such agencies, and (7) to establish such advisory 
beards and committees wholly representative of small business as may be found 
necessary to achieve the purposes of this act. 
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tion 14 

[his section would provide that whenever the Administration certifies a small- 
business concern or group of such concerns to be a competent Government 
contractor with respeet to capacity and credit as to a specific Government pro- 
curement contract, Government procurement officers would be directed to 

ept such certification as conclusive, 


Section 16 


Chis section would provide that small-business concerns shall receive any 
iward or contract or any part thereof as to which it is determined by the Admin 
tration and the contracting procurement agencies to be in the interest of 

obilizing the Nation’s full productive capacity or to be in the interest of war 
and national defense programs 


Section 16 


rhis section would require the Administration to make a report to the Congress 
very 6 months and include therein the names of business concerns to whom 
contracts are let and for whom financing was arranged by the Administration. 


Section 17 


This section would authorize the Administration to make studies of the effect 
of price, credit, and other controls imposed under war and defense programs and 
vherever it feels such controls discriminate against and impose undue hardships 
yn small business to make recommendations to the appropriate Federal agency 
for the adjustment of the controls to the needs of small business. 


Section 18 


This section would authorize the President to consult with representatives of 
small-business concerns for the purpose of entering into voluntary agreements or 
programs to further the objectives of this act and would provide exemptions from 
the antitrust laws or the Federal Trade Commission Act of the United States with 
respect to acts or omissions to act under voluntary agreements or programs 
approved by the President and found by him to be in the public interest as con- 
ributing to the national defense. ‘The authority in this section is similar to that 

rovided in section 708 of the Defense Production Act of 1950, as amended, in 
oth substance and procedure except that its application is limited to small- 
business concerns. 


Section 19 


This section would authorize the President to transfer to the Small Business 
Administration any functions, powers, and duties of any department or agency 
which relate primarily to small-business concerns. It would also authorize the 
President to transfer such records, property, and personnel from the Small Defense 
Plants Administration during the period of its liquidation as he considers appro- 
priate to assist the Small Business Administration in carrying out its functions 

nder this act. Section 714 of the Defense Production Act of 1950, as amended, 
creating the Small Defense Plants Administration would be repealed by this 
section. 


Section 20 

This section would provide for certain conditions which must be met and 
agreements entered into by any small-business enterprise before a loan could be 
made or equipment, facilities, or services could be furnished by the Administra- 
tion. 
Section 21 

This section would require that the Administration, to the fullest extent it deems 
practicable, make a fair charge for the use of Government-owned property and 
make and let contracts on a basis that would result in the recovery of direct costs 
incurred by the Administration. 
Section 22 

This section would authorize appropriations for the purpose of carrying out the 
provisions and purposes of the act. 
Section 23 

This section contains the usual separability provisions. 


83869—53—— 5 
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Senator Payne. Mr. Chairman, may I ask unanimous consent to 
have included in the record a compilation of letters that have been 
submitted to me covering this proposed measure, 5S. 892, sent from 
industry all over the country, divided by areas, in support of the 
work that RFC has carried out on behalf of business generally. 

The CuarrMan. Without objection, they will be printed in the 
appendix of the record. (See p. 419.) 

Does anyone else have anything that he feels should go in the 
record of these hearings? 

If not, Mr. Cravens, we will suggest that you proceed in your own 
way. You have a prepared statement, I believe. Would you like to 
read it? 

Mr. Cravens. Supposing I read it. 

The CuarrMAN. Proceed in your own way, Mr. Cravens. 


STATEMENT OF KENTON R. CRAVENS, ADMINISTRATOR, RECON- 
STRUCTION FINANCE CORPORATION 


Mr. Cravens. I believe that there is a place in our economy for 
governmental assistance to small business, provided certain safeguard 
standards are established. Absent such safeguards, the assistance 
may be detrimental not only to small business but also to our American 
system of free enterprise. If loans are made to enterprises which 
have inferior management, the net result is to subsidize their opera- 
tions with public funds to the detriment of able and efficient busi- 
nesses. 

Such lending tends to destroy small business and our free enterprise 
system. Thus, in establishing a system of governmental assistance 
for small business, extreme care must be taken to provide necessary 
safeguards. Therefore, I believe the following conditions precedent 
to such lending should be incorporated in the legislation itself as 
safeguards against the hazards mentioned. 

First: The Federal agency should not supply financial assistance 
unless it is not otherwise available on reasonable terms. This re- 
quirement is already in S. 1523 and S. 1559, but is not contained in 
». 1771. 

Second: No Federal assistance should be obtainable unless the ex- 
tension of assistance has such value creditwise or is so secured as 
reasonably to assure repayment. This condition is already incor- 
porated in S. 1523 but is not to be found in 8. 1559 or S. 1771. 

Third: Federal assistance and the expenditure of Federal funds in 
connection therewith should be kept to a bare minimum and prefer- 
ence should therefore be given to that type of financial assistance trans- 
action which best promotes that end. None of the three bills, S. 
1523, S. 1559, or S. 1771, as 1 have examined them, deal with this 
problem. 

There are four types of lending about which governmental assistance 
resolves: 

1. Private lending whereno governmental assistance of any kind 
isgiven. This is, of course, the best way to finance all business. My 
first condition requires the exhaustion of this avenue of credit before 
resorting to Government assistance. 

2. Deferred participation where a private lender uses its own funds, 
makes the loan, services it, but subsequently may call on the Govern- 
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ment for a specified percentage of the loan. This type of Govern- 
ment assistance keeps the expenditure of Federal funds at a minimum. 
RFC experience with respect to deferred participations during the 
period June 19, 1934, to March 31, 1953, shows that the Corporation 
has been called upon to take up only about 5% percent of its com- 
mitments. 

3. Direct participation where the Government agency and a private 
lending institution jointly make a loan with the private lending insti- 
tution taking such share as its legal lending limitations and the cir- 
cumstances permit. Servicing is done by the private institution. 

4. Government direct lending where the Government lends all the 
funds to the borrower. This is the least desirable form of Govern- 
ment assistance since it imposes the most direct burden upon the 
Federal Treasury. 

I have stated the three forms of governmental financial assistance 
in the order of increasing burden upon the Federal Treasury. It is 
exactly in this order that the statute should specify that govern- 
mental assistance be afforded. Incidentally, the RFC today is 
operating in this order. 

I believe that if these requirements are incorporated in the legisla- 
tion, the private banking system will take an even more understanding 
position with respect to small business, and thereby relieve the pres- 
sure on the Federal budget. I believe this will likewise result from 
the policy now being closely followed by the RFC. 

A number of alternatives have been suggested as to the machinery 
that should be set up to render governmental financial assistance. 

At the outset [ wish to state that under specific conditions I strongly 
favor the general purpose of 8. 892, the Byrd bill, which would abolish 
the RFC, or legislation of comparable purpose, or just letting the 
present lending powers of the RFC expire on June 30, 1954. My 
conditions are that— 

1. Other means are provided to render assistance to small business. 

2. The disaster loan authority now being exercised by RFC is 
continued and vested in the agency administering the small-business 
loans. Disaster loans are in every way small-business loans and belong 
under such agency. 

3. Adequate provision is made for lending for the expansion of 
capacity to expedite production and deliveries or services to aid in 
carrying out Government contracts for the procurement of materials 
or the performance of services for the national defense. To this end 
the V-loan program can be effectively used. Therefore, I suggest that 
the Congress make it clear that the V-loan program may be used for 
facility loans as well as for working capital loans. 

Incidentally, as it is clear that under existing law the Administrator 
of the RFC has the lawful power to sell its loans and investments, 
I am taking steps to dispose of them in conformity with sound business 
judgment and the fiduciary obligations of the position I hold. 

I am opposed to S. 1559, Senator Robertson’s bill to amend section 
13b of the Federal Reserve Act to vest small business lending powers 
in the Federal Reserve banks. It does not conform to the beliefs I 
have already stated. Moreover, it would not satisfy small business; 
it would substantially detract from the Federal Reserve’s major 
function, which is administration of credit controls; it would undoubt- 
edly subject such banks to pressures. 
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Likewise, I am not sympathetic with S. 1771 which would create 
small business insurance and investment corporations using public 
moneys. Such corporations are hybrid in character, being neither 
wholly public nor wholly private. As I see it from a most superficial 
study, in the last analysis the bill subsidizes and gives tax preference 
to a new set of proprietors who have no proven record of their ability 
to compete in our American system of free competitive enterprise. 

Therefore, while I believe in Government economy and would pre- 
fer the contraction of governmental agencies, | am constrained to 
conclude that to the extent small business needs governmental assist- 
ance, such need can be better served through the medium of an inde- 
pendent Government agency. 

The work of such an agency should be coordinated so that its lend- 
ing policies meet the needs of the national economy at any particular 
time and are intezrated with the general policies enunciated by the 
Congress and the administration. Such policies should be deter- 
mined by a high echelon Loan Policy Board similar to that now ad- 
vising the RFC, or that proposed in the Thyve bill. 

The legislation should provide some check and correlation between 
the promotional functions of the agency and its lending functions. 
It should also provide a reasonable loan limit to the individual bor- 
rower so that dare will be every assurance that the aid is truly as- 
sistance to small business. To avoid creating a new bureaucracy 
through the establishment of a vast new organization with field 
offices and branches, I recommend that the Federal Reserve be used 
as fiscal agent. 

There should be no overlapping of authority and resultant duplica- 
tion of expense among several agencies of our Government in the 
matter of lending. Therefore, I believe it important that when the 
new legislation becomes effective, old authorities should immediately 
terminate. 

In conclusion and summary, I believe that legislation relative to 
small business should include provisions adequate to cover the fol- 
arn 

There should be some check or buffer between the promotional 
fe aires of the agency and the exercise of its lending powers. 

. There should be a high echelon Loan Policy Board. 

. The agency should take over the making of disaster loans. 

The statute should contain the conditions precedent to the Jend- 
* function, which I have enumerated, namely deferred participation, 
me Ne participation, and last, governmental lending. 

There should be a reasonable loan limit. 

The lending authority should repose in a separate agency, and 

There should be no duplications or overlap of lending authority 
nanan avert agencies of our Government. 

Senator Payne. Mr. Chairman, may I ask a question? 

The CuarrMan. Senator Payne. 

Senator Payne. Mr. Cravens, in following through your outline 
I want to say that I am very much in accord with it. I am just 
raising in my mind a question. If the conclusions that you arrive 
at for the establishment of an agency to carry out the program in 
the manner that you set forth, may I ask if it is not true that at the 
present time, generally speaking, the RFC as presently constituted 
does basically carry out those same procedures? 


2 AA on Sates 





M 
I ha 


prese 
Tr 
I hay 
as th 
woul 
agen 
M. 
perce 
Th 
there 
I am 
tryin 
that 
recon 
Mi 
ence 
Cong 
Ser 
the b 
Mr 
Ser 
Mr 
have 
aster 
Ser 
tunit: 
lendir 
Id 
with | 
be ere 
Mr 
create 
gestio 
to me 
to red 
opera’ 
Sen 
Feder 
ply fir 
ble te 
1559 3 
Board 
Wh 
tions a 
expens 
Mr. 
systen 
doing. 
probal 
Seng 
the Fe 


reate 
yublic 
aither 
rficial 
rence 
bility 
se. 

1 pre- 
ed to 
LSSISt- 


inde- 


lend- 
icular 
yy the 
deter- 


W ad- 


tween 
‘tions 
| bor- 
ly ns- 
icracy 
| field 


B use 


iplica 

in the 
on the 
liately 


ive to 


fol 


tional 


3. 
» lend- 
pation, 


y, and 
thority 


yutline, 
m just 
arrive 
ram 1D 
at the 
tituted 


GOVERNMENT LENDING AGENCIES 63 


Mr. Cravens. To the extent that you apply it to small business, 
I have already stated that we are following that procedure at the 
present time, 

The Cuarrman. Mr. Cravens, just as a matter of information, 
I have not had a chance to study your proposal, it would seem to me 
as though all we would need to do if we follow your recommendations 
would be to change the RFC law and make the RFC the overall 
agency that you are talking about. 

Mr. Cravens. You would reduce its functions by probably 90 
percent if you confined it just to small business as this is now outlined. 

The CuarrMan. Why create a new agency when we have one if 
there are certain functions of RFC that ought to be eliminated? 
[ am not saying that they should be at the moment, but I am just 
trying to discuss this and think out loud. Why not recommend 
that the existing RFC Act be changed to do exactly what you 
recommend here? 

Mr. Cravens. To accomplish that end would be making no differ- 
ence in the objectives that 1 want to achieve. ‘That is up to the 
Congress to decide. 

Senator Ronerrson. Mr. Cravens, are you for or agaist 5. 892, 
the bill to abolish the RFC? 

Mr. Cravens. Subject to the conditions I have so stated, | am for it. 

Senator Ropertson. You are for the hill? 

Mr. Cravens. For the bill, if you take care of the things that I 
have mentioned, small business and the other matters, such as dis- 
aster loans, and so forth. 

Senator Rorertrson. As the chairman says, | have had no oppor- 
tunity to really digest your plan for an overall agency, not duplicating 
lending, and so forth. 

[| do not quite know whether you want the RFC to be this agency 
with certain limitations, or whether you want some other agency to 
be created. 

Mr. Cravens. Frankly, Senator, | would like to see another one 
created and terminate the RFC. Answering Senator Capehart’s sug- 
gestion, if you brought it down just within this scope, the difference 
to me would not be too great. I think it is going to be very difficult 
to reduce an organization the size of the RFC down to this kind of an 
operation, 

Senator Roperrson. You say that your first proposition is that the 
Federal agency that handles loans for small business should not sup- 
ply financial assistance unless it is not otherwise available on reason- 
ble terms. This requirement is already in S. 1523 and 8. 1559. ‘5. 
1559 is the bill that I introduced to authorize the Federal Reserve 
Board to underwrite necessary and essential loans. 

Why would not that be a good substitute as to duplication, limita- 
tions on the loans, with local responsibility, as a substitute for the more 
expensive operations of RFC? 

Mr. Cravens. I don’t think you could choose a better agency or 
system to do the job if it didn't detract from the job they were already 
doing. My objection to the bill was based on the fact that it would 
probably not satisfy small business. 

Senator Roperrson. I understand the distinguished chairman of 
the Federal Reserve Board will testify that if the Congress wants him 
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to do this job he can do it and his other operations will in no sense be 
diminished by reason thereof. 

Mr. Martin. That, I am sorry to say, Senator, is not quite correct. 
Of course, if the Congress wants us to do this or anything else, that is 
what we will endeavor to do, but it is our considered judgment that it 
would detract from our fundamental purpose of acting as trustee for 
the people’s money. 

Senator Ropertson. That is news tome. That was not explained 
to me when I[ got you to help me draw that bill. 

Mr. Martin. That is a little bit of a reversal from the position 
the Board once took, but there has been a change sometime ago, and 
I am fully aware of the fact that the staff of the Board cooperated at 
one time in drawing up the bill. But the personnel of the Board 
has changed, and that is the considered judgment of the Board today. 

Senator Rosertson. I understand that you are here to testify on 
these various bills. Is that correct? 

The CuarrmMan. Yes, he will testify. 

Senator Ropertrson. Then I will not break in further on this 
witness. 

The Cuarrman. Mr. Cravens, let me see if we get your position 
clear. 

You are recommending that RFC be eliminated only if a new agency 
is set up to handle small loans under certain conditions. Is that 
correct? 

Mr. Cravens. That is correct. 

Senator Rosperrson. It is a pretty safe position. 

The Cuarrman. And you likewise feel that the RFC law might be 
changed to conform with the new corporation that you are talking 
about? 

Mr. Cravens. It might be very definitely. I think it would be a 
tremendous undertaking and be very difficult. 

The Cuarrman. Then you are recommending the elimination of 
RFC, providing a new agency or corporation is set up to make loans to 
small business under certain conditions. 

Mr. Cravens. That is correct. 

The Cuarrman. Which you have fairly well spelled out in your 
statement. 

Mr. Cravens. That is correct. 

The CuarrMan. You feel there is a need for a governmental agency 
to make loans to small business. 

Senator Ropertson. Would that be the same road by a different 
name? 

Mr. Cravens. I would hope not. 

Senator Ronertson. What would be the essential difference be- 
tween what this new agency would do and what is being done now? 

Mr. Cravens. I think the safeguards that I have suggested be 
incorporated in the legislation, with its limitations or, we will say, 
$100,000, with a tight control of the Loan Policy Board, working 
through the Federal Reserve System to avoid a great field organiza- 
tion, would be vastly different than what we have today. 

Senator Ropertson. Have you been in charge of RFC long enough 
to learn what you are losing on processing the small loans and to know 
that you cannot possibly show a profit to save your life on these 
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operations unless you are permitted to stick in a few big loans now and 
then? 

Mr. Cravens. I think the cost of processing the loans, using the 
Federal Reserve System as a fiscal agent, would be cut to a minimum 
as compared to what it is costing now. I will not admit that what 
they are costing now is as little as it should be. 

Senator Ropertson. I think that is a fair admission, 

The Cuarrman. Mr. Cravens, would you recommend that we elim- 
inate RFC prior to the time that this new agency is set up and is in 
a position to function? ‘ 

Mr. Cravens. No; I shouldn’t think there should be any hiatus 
there. I think one function should terminate and the other begin. 

The CuarrMan. Do you see any particular harm in permitting 
RFC to continue until June 30 of next year? 

Mr. Cravens. I have stated that [ support any of the basic ways 
to terminate the RFC, whether it be the Byrd bill or some similar 
bill, or just letting it expire. But if it goes to June 30, 1954, and if 
you do pass a bill creating a Small Business Administration, then the 
RFC’s lending authority should terminate upon the effective date of 
that new agency. 

The CuatrMan. Do you have any idea what percentage of existing 
RFC loans you may be able to dispose of to private enterprise? 

Mr. Cravens. Not at the present time. 

The CuHarrMan. But you do feel encouraged that you will be able 
to dispose of many of them? 

Mr. Cravens. I would say very definitely yes. 

The CHarrMan. Do you feel that we ought to put in the law under 
any new agency that we create to handle small business that those 
loans ought to be made available for private enterprise to purchase 
any time they care to purchase them? Meaning that if this new 
agency should make a loan of $100,000 to X Company tomorrow and 
some private bank wished to buy that loan 10 days later or a hundred 
days later, that you ought to be, under the law, mandated to sell it to 
them? 

Mr. Cravens. I would think the law should permit the Administra- 
tor to negotiate out loans in the banking system, if it happens to be a 
banking loan, of course. I wouldn’t want to make it mandatory. 
There may be certain conditions in a loan that would create a hard- 
ship either on the Government or on the lender to do it. But by all 
means we should have all of the private dollars carrying this that we 
can. 

The CuarrMAn. What I am thinking about is that a firm may need 
a loan very badly today. The condition of the company might be 
such that a private bank would be unable to make the loan through 
virtue of banking laws or their own rules and regulations. Whereas, 
if this new agency or the RFC made the loan, within 6 months or a 
year or a longer or shorter period of time their financial condition might 
be such that it would be a very valuable loan. 

Mr. Cravens. I agree with you. 

The CuarrMan, Do you not think we ought to encourage that sort 
of thing? 

Mr. Cravens. Very definitely; yes. 

Senator Ropertson. Do you think you would sell many of them 
if you endorsed that paper without recourse? 
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Mr. Cravens. I think I am going to be able to. 

Senator Ronertson. We are not getting many housing loans with- 
out the Government guaranteeing them. 

Senator Payne. Mr. Cravens, I am particularly interested in the 
definition of ‘‘small business.”’ 

Have you not found in your many years of experience that a small 
business can be entirely different when you take into consideration the 
business being located in a small community and in a larger com- 
munity? In other words, what I am getting at is that the $100,000 
limit might serve what we would call small business. But a business 
concern located in a town of 5,000 might be a big business that needed 
$75,000, whereas a concern that was in a large area might be a con- 
cern that might require $250,000, and yet be ‘small business. I have 
always had a great deal of difficulty in bringing my mind to a point 
where you start and where you stop on what is small business. In 
those letters that I have submitted that are to go into the record, on 
page 458, there is case after case where industry far beyond the figures 
that have been mentioned here has received assistance from the RFC 
and today are going businesses and are very successful and supporting 
businesses to national defense and to other activities. 

Mr. Cravens. I don’t know of anything that confuses me more 
than the various definitions of small business. I don’t believe the 
location of a business affects the size of the specific business. The 
$100,000 limit, for example, as suggested in the Thye bill, is a big loan. 
I think it pretty much reaches the top of any small-business bracket 
or definition that you might find. I haven’t studied it any more than 
to express that opinion, but my experience in lending has been that 
companies that require more than $100,000, if the amount of the credit 
is in relation to the size of their business, are not small businesses, the 
way I look at a small business. 

Senator Payng. Yet in some of those businesses that I have noted, 
if the restriction-of $100,000 was placed on there, those same business 
concerns would have been unable to keep in operation without RFC 
help. 

Mr. Cravens. That gets you into the field of governmental assist- 
ance beyond small business, They are still not small businesses. 

Senator Payne. When private banking institutions would not make 
available or could not make available to them the capital that they 
needed in order to continue in business. Those are the fields in which 
I am vitally interested. 

Mr. Cravens. My point is that they do not constitute small 
business and we are addressing our remarks today to small business. 

The Cuarrman. Do you feel that there is ever a time when the 
Government should make a direct loan, as contrasted, let us say, to 
guaranteeing a portion or all of a loan that a private institution might 
make? 

Mr. Cravens. Yes. I think the amount of those needs, though, 
can be held at a minimum if the agency handling them will promote 
bank participation and do everything possible to either get them on 
the Byrd basis where they don’t put out any money, or on a partner- 
ship basis on a direct participation. 

Here is one other step I would like to bring out in the record. A 
survey of the needs of small business as conducted by the American 
Bankers Association some years ago, which is in the Congressional 
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Record, showed that about half of the 8,000 banks replying stated 
that they turned down perfectly good loans, creditwise, and every- 
thing else, because half of them exceeded their legal limit. If the 
agency handling this would require that that bank go up to its corre- 
spondent and get a refusal from its correspondent, a large portion of 
those loans would never have gotten into the hands of the Govern- 
ment. We in RFC have such a condition, that they must not only 
have a refusal from their own bank but the next bank up the line in 
the correspondent banking system refusing to take part of that loan. 
That survey indicates to me that bank service is not available in many 
cases just because of lending limits, not credit or anything else. 

The CuarrmMan. The Government, as you know, has guaranteed 
literally billions and billions of dollars of home mortgages. They 
have purchased some direct. Primarily the Government has guaran- 
teed these mortgages or loans and private lending institutions, of 
course, have serviced them and handled the loans and advanced the 
money. 

Is that a basis for establishing a new corporation to assist small 
business? 

Mr. Cravens. | don’t believe on the same kind of basis, no. Com- 
mercial credit is highly selective, whereas mortgage credit actually is 
not. 

The CuarrmMan. You do not think the principle would work? 

Mr. Cravens. No. I think the deferred participation in effect is 
a guarantee, because you say to the lender that you will take him out 
of 70 or 50 percent. But you do work it up on a highly selective basis 
under joint conditions that you each agree to, and it is reasonably 
short time credit, against 20- or 30-year credit. We are talking about 
credit ranging from working capital credit up to a maximum of 10 
years under this kind of plan. So in effect you have done something 
along the same lines. 

The Cuarrman. The weakness in a governmental agency making 
loans always is that they have a limited amount of money to loan. 
They cannot loan money to everybody who wants it so you get back 
to the point of who are you going to favor. That is always a problem 
and it is susceptible, of course, to pressure and influence. Anyone 
operating it is always living under the fear of being criticized for having 
favored someone over someone else when they possibly didn’t do it or 
certainly didn’t do it. It is inherent in the very agency, the fact that 
the Government decides to loan “X”’ amount of money, $500 million, 
or a billion dollars, and there are people out there who want $10 billion. 
So you have to limit it to a billion dollars because that is all vou have. 

Inherently it creates a bad situation and, I think, possibly at all 
times places those who operate it under suspicion, or at least they are 
subject to suspicion. They do not have an unlimited amount of 
money to loan. They cannot loan money to everybody. They must 
use discretion and good common horsesense. They naturally turn 
down some and accept others. That always creates a suspicion in 
the mind of the man who was turned down. He says, “‘I was turned 
down because they didn’t like the way I parted my hair.” 

They say the fellow who gets the loan got it because he used pressure, 
or something else, when the chances are that he didn’t. It is not-an 
easy thing to handle. I was wondering if there was any way that we 
could eliminate that particular inherent weakness. 
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Mr. Cravens. I don’t know of any way to take away that curse 
which is attendant to the Government in the lending business. 

The CHarrMan. Senator Robertson. 

Senator Ropertson. Mr. Cravens, is it true that in the last fiscal 
year RFC had 2,200 employees? 

Mr. Cravens. On June 30, 1952? 

Senator Rozperrtson. For the last fiscal year. 

Mr. Cravens. At least that, if not in excess. 

Senator Roperrson. Is it true that during that time RFC approved 
770 loans, but made actual disbursements on only 575 loans? 

Mr. Cravens. I don’t have the figures before me, but that sounds 
about right. 

Senator Rosperrson. That is about four employees per year per 
loan. 

Now, the Federal Reserve System has 12 banks and how many 
branch banks? 

Mr. Martin. Twenty-four branches. 

Senator Roserrson. That makes 36. 

If you divide 36 into 517, you will have about 17 loans for each 
Federal Reserve area. 

Do you mean to tell me that those banks and branch banks could 
not check 17 loans in a year without disrupting what they are doing 
here in Washington? 

Mr. Martin. Your arithmetic is incontrovertible. The question 
is purely a matter of principle, Senator. 

Senator Rospertson. This is a great moral issue? 

Mr. Martin. I don’t put it quite that way, but I do think that the 
basic problem is raised in mixing totally different aspects of credit and 
finance. These bills put the Federal Reserve banks and their em- 
ployees in the position of promoting the provision of capital for small 
business. I think that would constitute a diffusion of the basic 
responsibility of the Federal Reserve System; that is, trusteeship for 
the country’s money. Therefore, I think it would be unwise. As I 
have said, if the Congress decides that we should do it, we of course 
will perform to the best of our ability, but I think I ought to testify 
that in my judgment it would not be the wisest course to follow. 

Senator Ronertson. You mean it is better to put the Government 
into competition with the banks than to let the banks do it under the 
private-enterprise system? 

Mr. Martin. No; I am not debating that. 

Senator Ronertson. Then what is the principle involved? 

Mr. Martin. The principle involved is that the promotion of credit 
to finance small business differs from the overall regulation of credit 
and finance which is the primary responsibility of the Federal Reserve 
System. The two may sound similar but in reality they do not mix. 
They may appear to be similar just as oil and water both appear to 
be similar because they are liquids, but they don’t really mix. The 
Federal Reserve has certain mechanical functions which it performs 
well, but its overall function is that of being trustee for the money 
of all the people. 

Senator Roserrson. If you had guaranteed some of these loans 
through the advice of your branch banks and other banks, you could 
not then be quite as glassy eyed as you feel you should be concerning 
the soundness of the operation? 
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Mr. Martin. I question very much the wisdom of diluting that 
principle. 

Senator Bricker. Is there any distinction in principle with the 
V-loan program? 

Mr. Martin. I personally am not too happy with the V-loan 
program, except, Senator, that that is a temporary defense measure. 

Senator Bricker. More of an emergency? 

Mr. Martin. Yes. 

Senator Bricker. But it is the same principle? 

Mr. Martin. It is the same principle under defense conditions. 

The CuHarrMAN. You only act as the agent on those loans? 

Mr. Martin. To the extent that we act as an agent I think it is a 
very proper function. That is the problem of the custodianship. 
But where the agency becomes not really an agency but in part is 
responsible for the exercise of judgment there I question the mixing 
of the principles. 

The CuarrMaNn. I was under the impression that you were not 
called upon under the act to exercise too much judgment but simply 
to do the physical work. 

Mr. Martin. I think that is correct, but I think there is a tendency 
there to rely on us to exercise that judgment. 

The CuarrMan. There might well be, but I think the law requires 
you simply to do the physical work. 

Mr. Martin. That is correct. 

The CHatrMAN. The responsibility for the credits and the terms, 
and so forth, is up to the national-defense establishments. 

Mr. Martin. That is correct. 

The CuHarrMAN. And not up to the Federal Reserve bank. 

Mr. Martin. That is correct. 

The Cuairman. | am just wondering, gentlemen, if you would like 
to listen to the prepares statements of Governor Martin and Mr. 
Burgess, and then I am sure these gentlemen will be glad to remain 
here and you can ask questions of all three. 

Senator SpARKMAN. Mr. Chairman, I would have been glad to do 
that had we started that way. We have touched on some points that 
I would like to bring out now. 

The CuarrMan. Senator Sparkman. 

Senator SPARKMAN. I am not going to ask Mr. Martin this ques- 
tion, but I want to suggest that I do not quite see the difference in 
what was proposed a minute ago in the discussion between you and 
Senator Robertson and the thing that Mr. Cravens suggests in his 
statement here, that the Federal Reserve be made the fiscal agent for 
these loans. 

Mr. Martin. It is purely a definition of fiscal agency. 

Senator SPARKMAN. Perhaps I did not have the right definition. 

Mr. Martin. If we are fiscal agents in the agency sense, I think it 
is very proper that we should handle them and do so to the best of 
our ability. 

Senator SpARKMAN. In other words, do the mechanics rather than 
the passing on the validity of the loan. 

Mr. Martin. The exercise of judgment is the matter that I ques- 
tion, even though there may be only 17 loans per bank, 

Senator SpARKMAN. Mr, Cravens, you said a few minutes ago that 
it would be difficult to bring the RFC down to the size indicated just 
to handle small-business loans. 
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As a matter of fact, you are going to have to do considerable 
stripping of the RFC regardless of what happens, are you not? 

Mr. Cravens. Very definitely so. 

Senator SparkMAN. For instance, a disaster loan is one of your 
responsibilities. That has to be transferred somewhere. If the RFC 
continued, it could continue to handle that particular business, could 
it not? 

Mr. Cravens. Very definitely. 

Senator SparKMAN. What are the other activities of RFC? I 
wonder if you could just refresh our recollection by naming them, the 
present functions that you have. 

Mr. Cravens. Under the lending functions of RFC, of course it 
is handling all of the loans that come under the RFC authority. 
For the sake of reference, I will call them 4—A lending. 

Senator SparKMAN. Would that be done away with if the RFC 
were abolished? You do not recommend that be continued? 

Mr. Cravens. Very definitely not. 

Senator SpARKMAN. You recommend that be dropped? 

Mr. Cravens. Exactly. 

Senator SpARKMAN. That is one that would be stripped. 

Mr. Cravens. That is a very sizable operation because it handles 
loans from the very smallest up to very large amounts. 

Senator SpARKMAN. Those are your regular credit loans. 

Mr. Cravens. Then we have the loans that we are now taking 
care of under the SDPA, section 214, which would be discontinued 
if some similar legislation were passed. 

Senator SpARKMAN. That would be transferred over to this Small 
Business Administration that you recommend. 

Mr. Cravens. Yes. 

Then we handle the loans under section 302 which come to us 
originally as it was set up under the National Defense Production Act. 

Senator SparkKMAN. Production eae: 

Mr. Cravens. We have about $178 million of those in partial dis- 
bursement, and I think a total of $485 millon has been allotted to us 
on that 

Senator SPARKMAN. What would be done with that if RFC should 
be discontinued? 

Mr. Cravens. That is to be designated by the President under the 
Byrd bill. 

Senator SpARKMAN. In other words, you recommend that that activ- 
ity continue. In fact, it is a part of the Defense Production Act. 

Mr. Cravens. I don’t pass on the worthiness of that. In the Byrd 
bill that is to be designated by the President. 

Senator SPARKMAN. But somebody would have to handle it. 

Mr. Cravens. If it is essential, by all means. 

Senator SparKMAN. It is a part of the Defense Production Act 
which the Senate extended yesterday. 

Mr. Cravens. And the civil-defense loans under section 409 are 
also being handled by RFC. While I say handled, while in both of 
these cases certain certifications come to us, the RFC must on its 
own pass on the credit worthiness, the terms, and everything else 
about those loans. The activity under the civil defense, section 409, 
has not been too great. There is disbursed about $800 000, I think 
maybe $4 million 7 being partly disbursed, and around 25 to 30 
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million dollars being processed. That is a function of the lending 
type that you wanted to know what this big organization was built 
up for. 

Senator SPARKMAN. Will that be discontinued, or would that go to 
somebody else? 

Mr. Cravens. That is transferred under the Byrd bill. 

Senator SpARKMAN. In other words, it will continue as a Govern- 
ment lending policy. 

Mr. Cravens. I assume that the administration and the Congress 
want it that way. 

Senator SpARKMAN. Allright. 

Mr. Cravens. Then you have the disaster loans with which you 
are familiar. Then you have all of the nonlending activities which 
might easily be summarized in rubber, tin, and abaca. 

Senator SPARKMAN. You are intending to dispose of the rubber 
plants? 

Mr. Cravens. That is right. 

Senator Maysank. How long would that take? 

Senator SpARKMAN. How long would it take to liquidate or dispose 
of those? 

Senator MayBank. At your best guess. 

The CuarrMan. You would first have to get legislation. 

Mr. Cravens.We would have to have the legislation, and it would 
depend on what periods the Congress provided for the periods of 
negotiation, bids, and so forth. It would take quite a while. 

Senator Mayspank. When is that legislation going to be introduced? 

Mr. Cravens. I don’t know. 

Senator SparkMAn. Undoubtedly when the legislation comes up, 
the RFC will make a recommendation as to the time. 

Mr. Cravens. Very definitely. 

Senator SparKMAN. Would it be 12 months, 24 months, or 36 
months, roughly? 

Mr. Cravens. I think it ought not to be over an extended period 
of time, so it ought to be somewhere between 6 and 24 months, 
depending on the negotiation. 

Senator SpARKMAN. What about tin? 

Mr. Craven. We have made no recommendation on tin yet. 
That is being studied and we hope to be able to make one. 

Senator SpARKMAN. That certainly for the time being will be a 
continuing activity somewhere in the Government. 

And what about abaca? 

Mr. Cravens. We still are in po position to make a recommendation 
on that, and until there is a recommendation we will continue to 
operate it. 

Senator SparKMAN. Does that cover the field, generally, on the 
REC? 

Mr. Cravens. Yes. 

Sepator SpARKMAN. So of all the activities that RFC is carrying 
on today for the Government, the proposal is to discontinue only one, 
and that is the section 4 loans? 

Mr. Cravens. You are speaking of lending activities? 

Senator SPARKMAN. Of all activities. Of course, there is a proposal 
to do away with the rubber plants, but that will take additional 
legislation and time. I would say then the proposal is to dispose of 
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only two of the activities that RFC carries on now. One of them is 
to dispose of it completely, and the other would require a period 
of time. 

Mr. Cravens. The biggest item in the proposal is to do away 
with the section 4—A lending. That has been one area that has been 
not only one of its largest func ‘tions, but its most criticized, you might 
say. 

Senator SPARKMAN. I am not passing on the merits of it now, but 
could not that be disposed of without disposing of an agency or 
setting up a new agency? Let me say that I have no particular 
feeling i in the matter. I do not particularly care one way or the other. 

Mr. Cravens. I have no particular feeling either, Senator. 

Senator SPARKMAN. I am just trying to get the facts. 

Mr. Cravens. As I view it, I think it would be very difficult to 
shrink this down and get the new thinking and the organization on 
such a basis involving economy and efficiency that I think you could, 
under the proposal I had, have no necessity for field and regional 
offices and all of that, using the Federal Reserve as fiscal agent. You 
could have an organization with a very minimum personnel to do it. 
That was my thinking. If you are going to go out and have a big 
field organization and build up another bureaucracy, then by all 
means keep the RFC. 

Senator SparKMAN. But you believe that we could effectuate both 
economy and efficiency by building a new organization rather than 
trying to continue the old? 

Mr. Cravens. For the purpose that this is designed for, small 
business, very definitely. 

Senator SparKMAN. I am thinking of these other activities, too. 
I am trying to keep it all in mind as we go along. 

Mr. Cravens. They are of an emergency charactey. 

Senator Sparkman. They have been going a pretty long time. 

Mr. Cravens. We are in an emergency, I think, with respect to 
the items that they refer to, defense. 

Senator SparKMAN. And it may continue a long time, too. 

Mr. Cravens. That is right. 

Senator SparKMAN. Let me ask you now about the limit of the 
loans. You suggest a hundred thousand dollars on small business 
loans. 

Mr. Cravens. Specifically I didn’t suggest anything. I said a 
reasonable amount. The Thye bill has a hundred thousand dollars. 

Senator SpARKMAN. Perhaps that is where I got it. Do you believe 
that a hundred thousand dollars would be sufficient? I think that is 
what Senator Payne touched on a while ago. 

Mr. Cravens. To help small business, it would be sufficient. 

Senator SpARKMAN. What is your rec ord, do you know now, as to 
the loans that have been made by RFC in what you might call the 
small business category, how many there have been, and so forth, 
and how many over a hundred thousand dollars and how many under? 
I will not ask you for it now, but if you can supply it for the record I 
think it would be helpful. 

Mr. Cravens. I will be glad to supply it for the record. 

Senator SparKMAN. Of course, you handle the SDPA loans. That 
would be included, too. 
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Mr. Cravens. That would be included. We show those under the 
two sections. 

The CuarrMan. Then you will supply for the record the number of 
loans made by RFC since its beginning of $100,000 and less, and the 
number of loans of more than $100,000? 

Mr. Cravens. Yes. 

Senator SpARKMAN. I wondered, too, if you could give to us—I do 
not want to ask you for too much—some showing as to the repay- 
ment record. 

Mr. Cravens. Yes. 

(The information referred to follows:) 


RECONSTRUCTION FINANCE CORPORATION 


Schedule of business loan authorizations $500,000 and under number and average 
dollar amount 
[Cents omitted] 


Fiscal year 1950 Fiscal year 1951 Fiscal year 1952 


. Average , Average Average 

Number amount Number amount Number amount 
$5,000 and under 745 $3, 124 396 $3, 120 26 $3, 575 
$5,001 to $19,000 715 8, 030 348 8, 007 50 8, 483 
$10,001 to $25,000 1, 367 18, 216 651 17, 906 155 19, 133 
$25,001 to $100,000 2, 077 57, 249 1, 016 58, 363 302 | 5&, 828 
Total $100,000 and under 4,904 30, 971 2, 411 31, 097 533 39, 866 
$100, 001 to $200,000 27 156, 210 | 133 158, 622 | 86 156, 564 
$200,001 to $500,000 205 335, 276 100 324, 044 85 320, 035 
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Summary of authorizations and book chargeoffs—Cumulative through Mar. 31, 1953 





Authorized Charged off 
Number Amount Number Amount 
Business loans 
RFC Act: 
$100,000 or less 57,163 | $1, 391, 000, 000 1, 781 $17, 724, 300 
Over $100,000 6, 137 4, 238, 000, 000 149 46, 147 rie 
Subtotal 63, 300 5, 629, 000, 000 1, 930 63, 871, 416 
Sec. 714, DPA 
$100,000 or less 128 6, 000, 000 l 33, 272 
Over $100,000 40) 9, 000, 000 
Subtotal 168 15, 000, 000 
Sec. 302, DPA 
$100,000 or less 120 6, 000, 000 
Over $100,000 203 345, 000, 000 
Subtotal 323 351, 000, 000 
Total, business loans 63, 791 5, 995, 000, 000 1, 931 63, 904, 68S 
Railroads (including purchases from PW A) 336 1, 260, 119, 287 19, 790, O79 
Financial institutions ; 26, 663 4, 709, 741, 953 46, 818, 532 
Political subdivisions of States and Territories 6, 234 1, 539, 064, 497 10, 078, 086 
Oatastrophe loans 29, 998 87, 011, 939 3, 504, 490 
Civil defense loans 7 5, 568, 000 
Other loans 2, 004 417, 303, 822 237 
Miscellaneous other losses and recoveries, net 1, 627, 462 
Total ohied 129, 033 | 14, 103, 809, 498 1, 931 146, 051, 068 
Deduct 
Income and profits from properties and secu- 
rities acquired in liquidation of loan 
indebtedness 3 50, 749, 689 
Net loss from loans charged off 95, 301, 379 


Includes 733 loans in the amount of $7,915,975, authorized under see. 5 (d) (2) for the exploration and de- 

velopment of mines for national defense, during World War II 
? Includes $31,290,249 charged off in connection with loans to the Lustron Corp 

Administratively, the corporation in determining whether it has suffered a loss with respect to any 
given loan or security purchase has always taken into consideration the results of the disposal of collateral 
wquired in connection with the foreclosure of loans and the income from, and profit or loss on disposal of, 
securities accepted in liquidation of loan indebtedness. On this basis, losses are ascertainable with respect 
to any given loan or security purchase only after all of the acquired collateral or accepted securit hav 
heen disposed of. It is the ac souieinn practice of the corporation to record in its books a loss on eae h ies an or 
ecurity purchase based upon an appraisal of securities accepted or of the collateral at the time of foreclosur« 
of the borrower’s interest and acquisition of the collateral by the corporation, and to identify the results 
the subsequent liquidation of the accepted sec uritie s or collateral with the original loan or securi Prior 
to June 30, 1952, such results were recorded in the financial statements as profits or losses from disposal of 
sccepted securities or collateral rather than as increases or decreases of the loss on the loan or security; etTec 
tive July 1, 1952, such profits or losses have been recorded as adjustments of losses previously charged to 
eserve for losses. Cumulative net income and profits from properties and securities acquired in liquidation 
of loan indebtedness, not applied to the reduction of losses, have amounted to $50,749,689 


Senator SpARKMAN. We had testimony not so long ago that of the 
loans recommended by SDPA there had been only one default. It 
was $48,000. That was one that was really made based on a contract 
made with the Government before SDPA went in. 

Mr. Cravens. We haven’t made very many SDPA loans. 

The CuHarrMan. It has been suggested that in addition to the num- 
ber of loans of less than a hundred thousand dollars and above a 
hundred thousand dollars, that you likewise furnish the total dollars 
involved in both categories. 

Mr. Craven. All right. 

Senator SpARKMAN. Mr. Cravens, | want to ask you just 2 or 3 
more questions, and then I am through. 

With reference to this policy statement that you have just issued 
and that you touched on this morning in your testimony, was there 
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any consultation with the SDPA regarding the features touching the 
small business loans? 

Mr. Cravens. No, because the SDPA loans under section 714 do 
not apply. Only the credit factors of sections 8 and 9 apply to SDPA 
loans. We didn’t consult them because the other sections don’t 
apply to them. 

Senator SPARKMAN. You mean the policy you state does not govern 
section 714 loans? 

Mr. Cravens. Except sections 8 and 9 which have to do with 
credit worthiness and terms. 

Senator SPARKMAN. Just one question on that, then. 

One of the things that you brought out in this policy and in your 
statement this morning was that no loan could be granted to a com- 
pany to help it fill a Government order if there was some other source 
that could fill that order without having to have an RFC loan. 

Mr. Cravens. You mean under the military requirements? 

Senator SPARKMAN. Yes. 

Do you recall that? 

Mr. Cravens. I recall it to the extent that the procurement service 
would have to tell us that that was a company that they wanted for 
any reason. We wouldn’t say there was no other. They would just 
tell us that that was an important contract. Otherwise, putting two 
contractors on an actual even basis, both as to price and goods, we 
say that we don’t want to give Government assistance to one when 
the procurement officer would have no reason to give it to them when 
they could go across the street and get it from someone who didn’t 
require Government assistance. 

Senator SPARKMAN. Suppose the one that needed help offered a 
lower price than the other. 

Mr. Cravens. Then the procurement service would so tell us and 
that would give us our evidence to make the loan. 

Senator SpaRKMAN. The point I am trying to reach—and I would 
like you to give some thought to this—is that we have fussed over 
that point a good bit with the services and small business and in the 
act that we passed in the Senate yesterday. 

We included specific language to take care of that. But no small 
business shall be held ineligible for the issuance of such a guaranty 
by reason of any alternative source of supply. In our report on 
S. 1081 we brought out, on page 19: 

During the hearings some testimony was presented to indicate that some 
applications by small business for V-loans were being denied on the ground that 
other sources of supply for the material or commodity called for under the defense 
contract were readily available. Your committee, therefore, amended this section 
to make erystal clear the intent of Congress that no application by small business 
for a V-loan shall be denied solely by reason of alternative sources of supply. 

I just wanted to call your attention to that and to make certain 
that a policy is not set up that is contrary to the intent of Congress. 

Mr. Cravens. That is right. I am trying to keep our policy in 
tune with the V-loan policy. 

Senator SpARKMAN. That is one feature of the V-loan policy that 
we had objected to and we tried to correct it in this legislation. 

Mr. Cravens. When that is corrected, if I am still operating those, 
I will see that our policy fits the V-loan policy. 

Senator SparKMAN. Thank you, Mr. Cravens. 
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Senator Bricker. Just a few questions. 

The rubber program and the abaca program and the tin-smelter 
matter were placed in the RFC just as a matter of convenience, I think, 
more than anything else. 

We are working on the rubber program, and legislation will be in- 
troduced at an early date. Have you had time to give any considera- 
tion to the tin smelter? 

Mr. Cravens. We are in the midst of it, but we are not at the point 
where I want to say what our recommendations will be. 

Senator Bricker. That is a far different problem. 

Mr. Cravens. It is a far different problem, and frankly it is going 
to take us a little longer than I thought to finish it. 

Senator Bricker. | know the extent of that. It is just the one 
plant, of course, and that is a war-emergency measure. We have to 
have tin. We do not want the whole supply cut off. 

Mr. Cravens. That is right. 

Senator Bricker. They are operating on a low-grade ore. 

Mr. Cravens. All grades. 

Senator Bricker. Mr. Chairman, I have an article on a new tin 
supply that might be inserted in the record. 

The CHarrMAN. Without objection, it will be inserted in the record. 

(The article referred to follows: ) 


[Washington Evening Star April 9, 1953] 
Trin BoNANzA IN CANADA To Hetp Make up Loss or Bouivian MINES 


New York, April 9.—Large quantities of tin—roughly $140 million worth in 
the claims of just 1 company—have been found at Bathurst, New Brunswick, in 
Canada, giving North America its first important local source of the strategie 
light metal. 

A dispatch to the Northern Miner of Toronto reports that a bulk sample of the 
rejects from all drill cores assayed to date showed a tin content of 0.2 percent in 
the lead-zine-tungsten ore of the Brunswick Mining & Smelting Co. 

The full extent of the huge ore body recently discovered in the Canadian 
Maritime Province has not yet been determined, and except for diamond drilling, 
all exploration has been discontinued while “the slush is up to your knees in the 
bush.”” However, indications already obtained by 1 of the companies holding 
acreage in the region point to an initial yearly production of about 5 million pounds 
of tin. 

This compares with the total world output in 1951 of 328 million pounds. The 
new find thus largely compensates for the eventual loss of Bolivian tin mines, 
which had been the only important source of that metal in the Western Hemi- 
sphere and have now been seized by the Bolivian Government through a contisca- 
tory nationalization law. 

The world’s most important tin-producing countries are still Malaya and Indo- 
nesia—both of which may conceivably be lost from the West in a global conflict. 


Senator Bricker. What about the abaca program? How much 
money is involved in that, and what is it? I have not been able to 
get the whole story. 

Mr. Cravens. Very frankly, I haven’t gotten very far into that 
phase of our operation because we have had so many other questions 
and because not a lot of dollars are involved. 

Senator Bricker. It is an experimental thing to produce fiber, is it 
not? 

Mr. Cravens. That is right, and it has done a very fine job. 

Senator Bricker. You do not know whether there is any private 


demand for that, or not, or whether anybody would be interested in 
the plant. 
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Mr. Cravens. Not yet. 

Senator Bricker. But you are working on that. 

Mr. Cravens. Yes; that is right. 

Senator Bricker. But there is no reason why that could not be 
transferred to some other department. 

Mr. Cravens. Not at all. The same with any of these, because 
they were just put there for convenience. 

Senator Maysank. Mr. Chairman, may I ask a question? 

The CuarrMAN. Senator Maybank. 

Senator MayBaNnk. You said there are some 2,200 employees in the 
RFC at this time. 

Mr. Cravens. I said that the figure given to me sounded to me 
reasonably right for the fiscal year ending June 30, 1952. 

Senator Maysank. I went pretty thoroughly into it on an Appro- 
priations Subcommittee when the former Administrator, Mr. Mae- 
Donald, came down. 

With what vou have had to do, do you think there was any excess 
number of employees? For instance, we spoke about the lending 
programs, Did not those employees work on all of the programs in 
addition to the lending programs that you spoke of? 

Mr. Cravens. That is correct. 

Senator MaysBanKk. In other words, the 2,200 employees were not 
solely working on these 575 loans, but they worked also on the big 
loans and on the tin and on the rubber programs. 

Mr. Cravens. They worked on the whole program. The field 
organization, you might say, did nothing but process applications and 
then took care of the fiscal activities in connection with the accounting 
and servicing and the collection. 

Senator Mayspank. Do you think with what you had to do under 
the law—I know you think it ought to be abolished, although you did 
not exactly say that—that was an excessive number of employees? 

Mr. Cravens. In my judgment it was. 

Senator MayBank. An excessive number of employees? 

Mr. Cravens. Yes. 

Senator Mayspanxk. You think you could have gotten by with less’ 

Mr. Cravens. I think, with laying almost 500 people off in the field 
organizations as of the end of June, we will give just as good service 
as we did before. 

Senator MaysBank. How do you account for the statements of the 
previous Administrator that those were necessary? 

Mr. Cravens. I can’t aceount for it. 

Senator Maysank. In past years did not they make more loans? 

Mr. Cravens. No; the activity has been on the increase on the 
loan applications in the last 12 months. 

Senator Maysank. Then you think about 500 people ought to be 
cut off? 

Mr. Cravens. That is about what we are taking off. 

Senator Maypank. You think that will get it down to rockbottom, 
then? 

Mr. Cravens. I doubt it, no. I think we can do a lot more in the 
regional offices or agencies after we get to working each of them spe- 
cifically. But we have to wait until the *y are in operation before we 
know what we can do with it. 
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Senator MaysBank. Mr. Dodge has made a recommendation for 
funds to operate the gency 

Do you think that you can reduce Mr. Dodge’s estimates over in 
the Appropriations Committee? 

Mr. Cravens. Very definitely yes. 

Senator MaysBank. Are you going to testify to that effect? 

Mr. Cravens. I certainly am. 

Senator MayBank. Before the Appropriations Committee? 

Mr. Cravens. Yes, sir. 

Senator MayBank. Have you testified before the House yet? 

Mr. Cravens. No. 

The CaarrmMan. Did you testify in behalf of the bill that the House 
reported favorably to the floor yesterday? 

Mr. Cravens. I did not, Senator. 

The CuarrMan. Did you testify, Mr. Martin? 

Mr. Martin. No, sir. 

The Cuarrman. Mr. Burgess, you did not testify before the House? 

Mr. Burasss. No. 

Senator MayBank. What bill is that? 

The Cuarrman. The House Banking Committee reported to the 
floor of the House yesterday a new lending-agency bill for small 
business. It was known as the Hill bill. ; 

Senator Frear. May I ask a question? 

The CHarrMan. Senator Frear. 

Senator Frear. Mr. Cravens, I think I gathered from your testi- 
mony and your statements that you are in favor of private capital 
versus public capital for small business whenever it is available under 
reasonable terms. You also, I think, made a statement that S. 1771 
uses Federal money. 

ne you tell me how? 

Mr. Cravens. I said first that I hadn’t made any detailed study of 
it, but on a couple of readings it indicates that under that they would 
have a call on the Treasury for amounts equal to their capital and sur- 
plus, both via the long-term bond route or the direct borrowing. 5o, 
in that way you would be actually using Federal funds in the operation 
of those corporations. 

Senator Frear. You would not be dissipating Federal funds. You 
may go to the Federal Governme nt for a loan. 

Mr. Cravens. I didn’t imply that they were dissipated. 

Senator Frear. I just wanted that clear: That it was a borrowing 
power from the Federal Government but not in excess of the combined 
assets of the institution. 

Mr. Cravens. That is right. 

Senator Frear. I have some more questions, but I think you want 
to hurry along, Senator. 

The CuarrMan. No; we do not want to hurry along. 

This is too meg: + a matter to hurry. 

Senator Dovetas. Mr. Chairman. 

The CHAIRMAN. Senator Douglas. 

Senator Doveuas. 1 wonder if I might ask Mr. Cravens if he has 
had time since he prepared his statement to look over 5. 1907, which 
Mr. Flanders and I introduced last Friday. 

Mr. Cravens. I have not. 
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Senator Dovetas. I wish you would look it over. 

If | may be permitted to summarize it briefly, it is based on the 
idea that the RFC will be liquidated, but provides for the setting up 
of regional investing corporations, privately owned and privately 
managed, roughly parallel in geographical distribution with the 
Federal Reserve districts with the Federal Reserve System serving 
as a sort of midwife to get them launched. The capital stock would be 
sold by the Federal Reserve System to other private investors, such 
as the insurance companies. The idea is that there is a need in the 
present loaning structure for small business, as you feel. To scrap 
the RFC without providing a substitute would be a mistake. It is 
much better to have the Government out of the direct-lending business. 
But something is needed to fill this vacuum. This provides that the 
Federal Reserve banks can subscribe to the stock initially and get it 
launched, but then dispose of the stock with the exception of 2 percent 
to member banks and to insurance companies. I would appreciate it 
very much if you would have your staff look over S. 1907, because 
I know it came in too late to discuss in your statement. I would 
appreciate your giving the committee your judgment upon it. 

Mr. Cravens. I will be glad to. 

Senator SpaRKMAN. Will the Senator yield to me for just a minute? 

Mr. Cravens, while you are writing, will you jot down S. 1912 and 
S. 1913 also? One of those i is to provide insured loans of the small- 
business type, and the other is a capital loan very similar to the one 
described by Senator Douglas, patterned almost identically after the 
bills submitted to this committee a few years ago by the Federal 
Reserve Board. 

Mr. Cravens. I will do so. 

(The report referred to follows:) 

RECONSTRUCTION FINANCE CORPORATION, 
Washington, D. C., May 26, 1953. 
Re 8. 1907, 1912, and 1913. 
Hon. Homer E. Capenart, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Mr. CHarRMAN: Pursuant to the request which your committee made on 
May 20, I have considered the captioned bills and herein submit my views with 
respect to each. 

S. 1912 by Senator Sparkman 


This bill authorizes the Board of Governors of the Federal Reserve System to 
insure ‘‘approved lenders” against loss of principal and interest sustained as a 
result of loans made to “‘small business”’ as defined pursuant to section 203 of the 
bill. The Board is given the power to fix the premium rate at not to exceed 
1’ percent per annum on the principal of the loan or loans which in the aggregate 
to any one borrower may not be in excess of $250,000. The insurance protection 
given the approved lender shall not exceed the lesser of 90 percent of the unpaid 
principal balance and accrued interest at default or the amount of the particular 
lender’s insurance reserve on the date the reimbursement claim is approved. 
The insurance reserve is equal to 10 percent of the total amount of loans on which 
premiums have been paid less approved claims for reimbursement. While the 
bill of course contains other provisions, the foregoing is adequate as a basis for 
my comments. In my opinion, this bill will not attain the objective sought for 
the following reasons: 

1. The success of any insurance plan depends upon the existence of a standard- 
ized type of risk that requires very little selectivity, such as title IFHA loans, 
home-mortgage loans, or consumer credit. Where ali such loans are insured, the 
reserves created by the good loans provide the funds which defray the losses 
incurred on the bad loans, but when the premium load raises the effective interest 
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rate paid by the borrower so high, as is the case here, the more creditworthy 
borrowers won’t pay the rate. Thus all small-business loans are not brought 
within the coverage of the plan, with the result that only the less creditworthy 
loans become insured. As a result, the probabilities are that the plan would not 
prove successful right from the start. 

2. Perhaps it is the same point, but stated another way the bill affords protec- 
tion only to the lender who has a large volume of high effective rate (as the term 
is explained above) loans to small business. It does not protect a lender who does 
not have access to a large volume of such loans. This is true because the insur- 
ance coverage is for the lesser of 90 percent of the loan or the lender’s reserve, 
which in turn is only 10 percent of the total amount of loans on which premiums 
have been paid. In other words, as is the case in any insurance plan, a volume 
of standardized risks is indispensable to its success. And such volume is not 
ordinarily available to the bulk of lenders who have contact with small business. 
This bill does not carry sufficient inducement to get nonvolume small-business 
lenders to alert their thinking and techniques to do more of a job and carry a 
larger part of the load. 

3. For the above reasons, if no others, I do not believe that the best solution 
to the problem is provided by this insurance plan. 


S. 1918 by Senator Sparkman and 8S. 1907 by Senators Douglas and Flanders 


I am discussing these bills together because for all practical purposes, insofar 
as I can ascertain, they are the same in principle. Each in effect provides that 
if private capital does not respond then a maximum number of 36 national invest- 
ment corporations shall be incorporated, with their capital being provided in the 
first instance by the Federal Reserve banks providing at least $180 million. Such 
corporations then have the power to borrow amounts not to exceed their capital 
stock and surplus. They also have the power to make loans to small business 
or participate with banks in making such loans, and to provide equity financing. 
5. 1907 has a much lower loan-limit provision than does 8. 1913. Each bill con- 
tains technical provisions relating to the Federal tax position of such corporations 
as well as other matters. §. 1907, as I read it (p. 11, see. 10—C), exempts such 
corporations from all Federal and State taxation for 15 years. My lack of sym- 
pathy for the approach made by these bills is occasioned by the following: 

1. Each bill might well require the Government to expend $180 million to 
provide the required starting capital for such corporations. This is an immediate 
drain on the Treasury, which I believe should and can be deferred, if not avoided 

ntirely. 

2. Assuming that these corporations are Government owned, then, no matter 
what the source of their borrowings may be, in net effect their borrowing is 
Treasury borrowing. 

3. As far as technique of approach is concerned on the two points so far dis- 
cussed, I prefer 8. 1771 by Senator Frear for that bill, as I understand it, provides 
that the e quity money in such type corporation be supplied only by pri ate funds 

4. It seems to me that the effect of the bills is to create 36 Government-owned 
corporations to compete with private lenders; that they are but 36 smaller bureaus, 
the interposition of which between the needs of the small-business man and the 
Government is not required in order to provide for small business that which is 
lacking. 

The problem with which you are concdrned, as I see it, is not to provide credit 
at the taxpayers expense for small business which is not creditworthy, but rather 
is to provide a place where creditworthy credit may be obtained when it is not 
available elsewhere. By this hypothesis then, the crux of the problem becomes 
“when it is not available elsewhere.’’ If the Government is ever to get out of the 
direct lending field (a result which a number of members of the committee, if not 
all, desire), and if the Government wishes to encourage small business, then it 
seems to me that the best approach is one which will best educate the local private 
lender and induce him to participate in this type credit to an even greater extent 
in the future than in the past. It was with this paramount thought in mind that I 
testified as I did on May 20. The program which I advocated in my testimony 
before the committee remains to my mind the best allover present solution to the 
problem. 

The technical data which you requested is in the course of preparation and will 
be available shortly. 

I have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this letter to the Committee. 

Respectfully submitted. 

K. R. Cravens, Administrator. 
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Senator Payne. Mr. Chairman, as long as Mr. Cravens is going ‘te 
furnish all of that information and study, I wonder if he would be 
good enough to also submit those changes that he believes could be 
made in the present RFC Act that would accomplish the very purposes 
that he has set forth and might be considered by the committee 
on the continuation of RFC. 

What I am getting at is, if we agree that there are certain specific 
items in here that RFC is carrying on and has carried on very well 
and there is a need for them in the future, I am sure that if we had a 
functioning group working in private business to an end objective 
and doing it reasonably well, and we found a chance to strengthen 
it, we would not dump out the whole setup and then start over with 
a brand new one. We would strengthen that which we have, to do 
the job we see before us. 

Mr. Cravens. I will be glad to do that. 

(The documents referred to follow:) 

RECONSTRUCTION FINANCE CORPORATION, 
Washington 25, D. C., June 8, 19538. 
Hon. Homer FE. Careuart, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Mr. CuarrMan: When I testified before the Senate Committee on Bank- 
ing and Currency on May 20, Senator Payne directed me to provide the committee 
with amendments which, in my opinion, would be required in order to reduce the 
lending powers of the RFC to the equivalent of those set forth in section 7 (a) 


of 8. 1523 (which bill was considered that day), supplemented with RFC’s present 
authority to make disaster loans. In response to that direction, I enclose two 


ypies of such amendments in the form of a bill without title. In connection 
therewith, however, I desire to point out to the committee the following: 

1. At the close of my prepared testimony, I enumerated seven provisions 
which I thought legislation relative to loans to small business should contain. 
The enclosed amendments take into consideration provisions No. 2, 3, 4, and 5, 

2. I have provided no amendment to cover my provision No. 1, for it seemed 
to me that section 6 of the RFC Act, as amended, is, in substance, the same as 
section 4 (c) of S. 1523 


3. My provision No. 6 is satisfied if the RFC is to be the lending agency, which 
result was Senator Payne’s hypothesis as I understood him. 


t. This leaves then my provision No. 7, language for the accomplishment of 
which I have not endeavored to provide. I refer to the lending functions of the 
RFC in connection with loans, the making of which is reeommended by SDPA 
pursuant to section 714 (b) (1) (A) of the Defense Production Act of 1950, as 
amended. I have included no provision as to this because I note that the House 
Banking Committee has stricken from the Senate economic controls bill the 
section extending SDPA for 2 years. Thus the enclosed bill assumes the expiration 


of SDPA on June 30, 1953. 
5. I desire to point out that if the enclosed amendments should be integrated 
into the RFC Act as amended, the power conferred upon the Corporation by 
these amendments would under present law terminate on June 30, 1954, by 
virtue of section 4 (f) of the RFC Act as amended 

It is understood, of course, that I am presenting these amendments at the 
direction of Senator Payne, and in doing so, I am not expressing any opinion on 
them. 

Very truly yours, 
K. R. Cravens, Administrator. 


PrRoposeD AMENDMENTS 


Sec. 2. Sections 4 (a), 4 (b), and 4 (c) of the Reconstruction Finance Corpora- 
tion Act, as arrended, is amended by striking out said sections 4 (a), 4 (b), and 
4 (c) and inserting in lieu there the following: 

“Section 4 (a). To enable small business concerns to finance plant construc- 
tion, conversion, or expansion, including the acquisition of land; or to finance the 
acquisition of equipment, facilities, machinery, supplies, or materials; or to 
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finance research, development, and experimental work on new or improved 
products or processes; or to supply such concerns with working capital to be 
used in the manufacture of articles, equipment, supplies, or materials for war, 
defense, or essential civilian production, or as may be necessary to insure a well- 
balanced national economy, the Corporation within the limitations hereinafter 
provided, is authorized to make loans to small business concerns in accordance 
with general policies prescribed by the Loan Policy Board; provided that a small 
business concern shall be deemed to be one which is independently owned and 
operated and which is not dominant in its field of operation, and provided further 
that the Corporation in making a detailed definition, may use these criteria 
among Others: Independency of ownership and operation, number of emplovees, 
dollar volume of business, and nondominance in its field. Such loans may be 
made or effected either directly, or in cooperation with banks or other lending 
institutions, through agreements to participate on an immediate or deferred basis 
subject to the following restrictions and limitations: 

“(i) No financial assistance shall be extended unless the financial assistance 
applied for is not otherwise available on reasonable terms, and all loans shall be of 
such sound value or so secured as reasonably to assure repayment; no immediate 
participation may be agreed to unless it is shown that a deferred participation 
is not available, and no direct loan may be made unless it is shown that a partici- 
pation is not available; 

ii) No financial assistance shall be extended if the total amount of the 
borrower’s indebtedness to the Corporation both for disbursed and undisbursed 
loans plus the total amount of such borrower's indebtedness in any part of which 
the Corporation is obligated to participate on any basis would exceed $100,000 
and no loan, including renewals or extensions thereof, may be made for a 
period or periods exceeding ten years, except that any loan made for the purpose 
of constructing industrial facilities may have a maturity of ten years plus such 
additional period as is estimated may be required to complete such construction 
and . 
“(iii) In agreements to participate in loans on a deferred basis, the participation 
by the Corporation shall not be in excess of ninety per centum of the balance of the 
loan outstanding at the time of disbursement 

‘(b) The Corporation is authorized to make loans to unfortunate victims of 
floods or other catastrophes in accordance with general policies prescribed by the 
Loan Policy Board and as the Administrator deems necessary or appropriate 
provided that no such loan, including renewals and extensions thereof, may be 
made for a period or periods exceeding ten years except that where such loan is for 
acquisition or construction (including acquisition of site therefor) of housing for 
the personal occupancy of the borrower, it may be made for a period not to exceed 
twenty years. 

“(e) With respect to loans made subsequent to the effective date of this amend- 
ment, not to exceed an aggregate of $100,000,000 shall be outstanding at any time 
for the purposes enumerated in section 4 (a) above, and not to exeeed $50,000,000 
shall be outstanding at any one time for the purposes enumerated in section 4 (b) 
above.”’ 

Sec. 3. Section 1 (b) of the Reconstruction Finance Corporation Act, as amend- 
ed, is amended by striking therefrom the fourth sentence thereof. 


The CuatrmMan. I wish to file for the record an article which ap- 
peared in the Daily Bond Buyer prepared by Attorney John B. 
Dawson of the municipal bond attorney firm of Wood, Kind & 
Dawson of New York City. I also wish to offer for the record a 
copy of remarks made in the House of Representatives by Congress- 
man Patman, of Texas, on April 15, 1953. Both of these statements 
deal with the public agency loan activity of the Reconstruction 
Finance Corporation. 

(The documents referred to follow:) 


[From The Daily Bond Buyer, May 26, 1953] 
RECONSTRUCTION FINANCE CORPORATION, THE PusiIic AGENCY Division 
(By John B. Dawson, of Wood, King & Dawson) 


The immediate reaction on the part of most citizens to the news of the demise 
of another Federal Government agency is to raise a cheer. However, some mis- 
takes of the New Deal can be repeated by the new administration in throwing 
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out established agencies just for the sake of making changes. Perhaps permitting 
the Reconstruction Finance Corporation to expire on June 30 would remove from 
the field of municipal finance an agency which has been of great benefit to the 
municipal bond business over a long period of years. Dealers and investors in 
municipals should carefully examine the history of the activities of the RFC 
public agency self-liquidating division before endorsing the abolition of the agency. 

RFC fills a gap in the investment banking business which will greatly enlarge 
as interest rates on municipal loans go higher following the présent*trend, ‘and in 
view of the announced money policies of the Eisenhower administration, there 
appears to be no present prospect of a reversal of this trend. The gap is between 
the investment bankers who make a loan for immediate resale, and their customers, 
the long-term investors, particularly insurance companies, savings banks and the 
like. These long-term institutional investors (who are the primary reservoir for 
long-term municipal loans) are not sq much interested in return on their invest- 
ment as they are in safety. The men who manage this vast capital are not gam- 
blers; they justifiably want to make a good record for safety, keep their record 
good, their “skirts clean,’’ as it were. They will not invest in new, untried, 
unproven projects. Since the investment bankers cannot expect to resell such 
loans to their customers, they will not underwrite them. If there is no well- 
qualified agency, private or governmental, to initially finance worthwhile, much- 
needed public improvements, they must necessarily be abandoned. 

To illustrate, attention is called to some of the larger well known public facilities 
deemed indispensable now, but which had to be initially financed by RFC, as no 
private banking institution could swing them; for, as is well known, the RFC can 
make a loan only upon proof that the applicant agency bas been unable to finance 
through private investment banking channels: the Triborough Bridge, New York 
City; the Midtown Tunnel, New York City; the Brooklyn Battery Tunnel, New 
York City; the San Francisco-Oakland Bay Bridge; Metropolitan Water District 
of Southern California; State of Arkansas highways; the Pennsylvania Turnpike; 
the Seattle transit system; and the Lake Washington floating bridge, Seattle. 
After these projects were proven in time, the bonds purchased by RFC to finance 
every one of them were purchased from RFC by private bankers and resold 
to the public all at a profit to the Government, and to the investment bankers 
who distributed the bonds. The success of the original Pennsylvania Turnpike 
has set a pattern for the issuance of additional hundreds of millions of dollars of 
turnpike bonds in New Jersey, Ohio, and elsewhere. These bridges and turn- 
pikes have provided modern, speedy arteries of traffic for commerce in peacetime, 
and would provide fast service for the transport of the materials of war, at no cost 
to the taxpayers, as the costs are defrayed exclusively by tolls and charges for 
the use of the facilities. 

The above-mentioned loans are only a few of the 6,200 public agency bond issues 
purchased by the RFC aggregating in amount slightly in excess of $1,500 million 
during its 21 years of operations. The various projects thus financed include 
waterworks, sewers, electric facilities, transportation facilities, hospitals, bridges 
and irrigation projects. The RFC has never made a loan for the construction of 
a municipal utility to initiate competition with a privately owned utility. The 
RFC presently holds approximately $30 million of public agency bonds, and it 
can be safely assumed that most of the bonds previously owned by RFC were 
sold to dealers, or refinanced by dealers after seasoning as to earnings records, in 
either case the loans being finally distributed to the public, at a profit to the 
Government and to the dealers. Old-timers in the business will recall that when 
the lid was clamped on the construction of public works during the defense and 
World War I! period, there was very little municipal financing being done except 
for refunding. It was during that period that many dealers were purchasing bonds 
held in the RFC reservoir and refinancing them by distribution to the public, thus 
relieving to considerable extent the drought in municipal securities which existed 
during that period. 

There have been “‘mink coa+’’ and “‘deep freezer” scandals in the RFC, but the 
public agency division has never been touched by any such public disclosures of 
graft and corruption 1e chances are that there never will be, for the reason 
that public officials do not have the money or the incentive of personal pecuniary 
gain which is the root of such corruption. Perhaps the RFC should go insofar 
as it provides a temptation for the ‘‘five-percenters,” but there is a strong indica- 
tion that certain of its functions should be retained, such as war plants and small- 
business financing, and it would certainly seem that the public agency loan division 
should be continued on the same basis as it has operated in the past. All one ever 
has to base an opinion on is past experience and certainly the activities of the public 
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agency division in the past have been nothing but beneficial to the public, and 
beneficial to the municipal bond business generally. 

The Senate Committee on Banking and Currency started hearings on May 20, 
on various bills for the termination of, or other actions concerning, the RFC. 
RFC Administrator, K. R. Cravens, announced on May 18 the adoption of a 
new loan policy which, among other requirements, limits RFC loans to public 
agencies to projects deemed “urgent and indispensable to the health and safety 
of the members of the community affected.”’ Such a policy, if adopted into law, 
would so hamstring the RFC as to make it of little value as a source for municipal 
loans for big, new and unproven public projects, such as those named above 

There is no question but that this situation provides food for thought, and no 
doubt the Senate ( ommittee on Banking and Currency would give considerable 
weight to the views of municipal dealers. It would appear on the surface that 
there is no present urgent need for the continuance of the public agency loan 
division of RFC, although there have been recently knocked about in the market 
many sizable projects which might wind up in RFC for seasoning. But how 
about the future? Revenue projects become thinner and thinner as interest 
rates go up, ana the RFC might again become very useful as an aid to the munici- 
pal business, as it was in the past. 


[Except from Congressional Record, House, April 15, 1953 (p. 3283)] 
REMARKS BY CONGRESSMAN PATMAN REGARDING RFC Loans To Pustic AGENCIES 


Those who oppose the RFC are undoubtedly aware of the fact that they are 
acting against the best interests of the small-business man and the victims of 
floods, windstorms, and earthquakes. But, do they also know that their opposi- 
tion to the RFC enables them to go on record against the many small com- 
munities throughout the country who would not have water or sewerage systems 
without the financial assistance of the RFC? Other areas would not have drain- 
age and irrigation systems without RFC loans. 

Many a community in the United States has needed funds to enable it to 
get rid of its antiquated and often disease-spreading water systems and to pro- 
tect its population by adequate sewage disposal arrangemen Yet, private 
financing has not been available. Hence, we find another public service per 
formed efficiently and without fanfare by the RFC. 

[In addition to providing loan authority to the RFC for assisting business 
enterprises, the Congress authorized the making of loans to public agencies, 
such as States, counties, municipalities, public authorites, and so forth, to help 
finance such projects as waterworks, sewer systems, transportation facilities, 
drainage and irrigation projects, and so forth. Of course, just as in the case 
of business loans, the RFC cannot and does not make any such loans unless 
financial assistance is not available from other sources on reasonable terms. 

In carrying out its public agency responsibilities, the RFC has purchased 
6,219 bond issues in an amount exceeding a billion and a half dollars. The ma- 
jority of the issues have been for less than $100,000, although a few have been 
for major projects which also would have been delayed for many years if it had 
not been for the RFC. Many of you are undoubtedly aware of the fact that 
the Corporation financed the construction of the San Francisco-Oakland Bay 
Bridge, the Pennsylvania Turnpike, New York City’s Queens-Midtown and 
Brooklyn-Battery Tunnels, Philadelphia’s gas system, and Los Angeles’ water 
system. But, how many realize how much the health, sanitation, and living 
conditions of a widely scattered cross section of our country’s population have 
been improved immeasurably by loans from the same source. And this service 
is continuing right now. 

In addition to the aid to the people in these small communities, the RFC’s 
public agency lending has been of great advantage to private investors by creat- 
ing sound bond issues of proven merit. The facts are that private investors will 
rarely finance a project without a proven earning record—actual evidence that 
the revenues will service the loan. Once, however, such a record is established 

and it has been in practically every public agency loan made by the RFC 
then the issues are sold to private investors or back to the issuers. The RFC 
gets the project under way, holds the bonds for seasoning and then sells them 
usually at par or better. 

Note that out of the 6,219 such investments the RFC has sold in an orderly 
manner all except 274 issues in the amount of $25 million. An additional 24 
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issues in the amount of $43 million have been authorized but have not been 
fully disbursed as construction of the projects progresses. 

The public agency loan activity of the RFC has been successful, both as to 
public purpose and as to profitability. It has aided the public when private 
funds were not available to meet public needs—and it has done so at a profit 
to the Government 

Maybe it does not seem important to some of us who are accustomed to 
take their water supply or their sewerage system for granted that some of the 
people—fine citizens, too—do not have such essentials. Those who do not think 
this is important will, of course, not be impressed with the fine public service 
performed by the RFC’s trained staff who do this job. 

I, however, rate this public agency lending job of the RFC side-by-side with 
the fine work the RFC does for disaster victims and small-business men. 

The CHarRMAN. Suppose we ask Mr. Burgess to make his stite- 
ment. It might be well for you to remain, Mr. Cravens. We might 
have some more questions for you. 


STATEMENT OF W. RANDOLPH BURGESS, DEPUTY TO THE 
SECRETARY, DEPARTMENT OF THE TREASURY 


Mr. Burerss. Mr. Chairman and gentlemen, what I shall do is 
not attempt to discuss the individual bills, but make a rather general 
statement relating to the way the Treasury approaches this whole 
problem. I think you have copies of it before you. 

The CHatrmMan. Does everyone have a copy of Mr. Burgess’ 
statement? 

Mr. Burcesss. This is the Treasury position on loans to small 
business. 

First, under present conditions there should be some single govern- 
mental agency authorized to make loans to small business, acting as 
a lender of last resort and as a kind of safety valve for the review of 
exceptional cases. 

I might interpolate that it is important to keep our perspective on 
this business, that the amount of loans that will come to this agency 
are a very small part of all the lending that is done in the country. 
The total loans by the banks in the country outstanding at the end 
of the year, were something like $67 billion. The amount of loans 
outstanding with RFC in its regular functions, including some of the 
defense loans, and so forth, is under $500 million. It is something 
less than 1 percent of the aggregate. So we are dealing with a very 
small part of the total flow of credit through the country. 

Secondly, this agency should not compete with other lenders, but 
should support and supplement them. 

Third, loans by this agency should avoid subsidizing marginal con- 
cerns which might offer unfair and dangerous competition to other 
business. That-is the same point made by Mr. Cravens. 

Fourth, this agency should use the minimum amount of Government 
money, and to that end should, as far as possible, extend credit in 
the form of guaranties to other lenders and should use the available 
credit machinery of the banks and the Federal Reserve banks. 

Fifth, the Reconstruction Finance Corporation should be 
terminated. 

Sixth, the lending policy of the Government’s lending agencies 
should be consistent with national credit and fiscal policies. 
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Seventh, as an aid in accomplishing these objectives, loans by the 
agency should be under the general supervision of the Loan Policy 
Board, of which the Secretaries of Treasury and Commerce should 
be members. 

Senator Ropertson. Mr. Chairman. 

The CuHarrMan. Senator Robertson. 

Senator Ronertson. Mr. Secretary, you have read the bill I 
introduced, I assume. 

Mr. Buraess. Yes, sir. 

Senator Ronertson. I wish to apply some of your fundamental 
principles to that bill, if I may. 

First, there should be one single Government agency authorized 
to make these loans. I named the Federal Reserve Bank. That is 
one, is it not? 

Mr. Burasss. Yes, sir. 

Senator Rospertson. Two, this agency should not compete with 
other lenders. We are talking about maintaining the private enter- 
prise system. The banks would make the loans. They operate 
under the private enterprise system. That meets that point, does 
it not? 

Mr. Burcsss. Yes. 

Senator Ronertrson. Three, loans of this agency should avoid 
subsidizing marginal concerns which might offer unfair and dangerous 
competition to other business. I enjoyed reading the finance bulletins 
put out by a great bank in New York City called the National City 
Bank, and I recall in one of those bulletins last year it said what 
small business needs more than working capital is better management. 
Do you remember reading that? 

Mr. Buragss. | still would say that, sir. 

Senator Rorertson. If the local bank, which has got to assume 
10 percent of the liability in any event, has to pass on and initiate 
this loan, they are going to look into the question of management, 
are they not? 

Mr. Bureesss. That is right. 

Senator Rorertson. Four, this agency should use the minimum 
amount of Government money. The money of the Federal Reserve 
Board is not Government money, is it? 

Mr. Burasss. That is right. 

Senator Ronertson. It makes a profit, does it not, on its operations? 

Mr. Burasss. Yes, sir. 

Senator Ropertson. Then if they have to do this it would not 
cost the taxpayers anything, would it? 

Mr. Burcesss. That is correct. 

Senator Rosertrson. That would meet your proposition better 
than anything else that has been proposed, would it not? It does 
not cost the taxpayers anything. They would not use any Govern- 
ment money. 

Mr. Burcerss. You have got me on the soft underside. 

Senator Rosertson. I will not continue, because my bill fits so 
fully all the essential requirements that I will just let it go at that. 

The CuarrMan. The only time it would cost the Treasury any 
money would be in case of losses. 

Mr. Bureess. That is correct 

Senator Roprertson. But they manage it so well they have a profit. 
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Mr. Burcess. Might I comment on Senator Robertson’s sugges- 
tion? He has me on the soft underside because I was a member of 
the staff of the Federal Reserve bank for 18 years. I was on the staff 
of the New York Reserve Bank when section 13 (b) was adopted. I 
had something to do with recommending that bill to the Congress. I 
saw the operation of the bill during 1933, 1934, and 1935, and the 
period of the emergency when the Federal Reserve Administration 
made a very vigorous effort to find these cases that were not taken 
care of through the regular banking system. I think we did a very 
good job. ; 

Senator Rosertrson. Chairman McCabe testified very enthusi- 
astically about it in 1950 and said they never lost a nickel and it 
never cost the taxpayers anything. 

Mr. Buresss. Well, it just about broke even. 

Senator Roperrson. Well, the gains offset the losses. He said 
they had never lost any money and it had never cost the taxpayers 
anything. 

Mr. Burasss. We had some big losses. 

Senator Roperrson, | have his testimony right here before me. 
I will not encumber the record with it. 

Mr. Burcess. There are other difficulties, after having made 
allowance for the successes. One difficulty is that the Federal Reserve 
rightly has the reputation for being a rather conservative body of 
people who administer their affairs with great care. I think it is 
true that small-business people would not be wholly satisfied that 
their case was adequately taken care of if the Federal Reserve System 
were this lender of last resort. Whether they are right or not is 
another question. 

The other question is the one which I am sure Bill Martin will 
explain more fully, that it is hard for a person to serve two masters. 
The Reserve System has a very big and terrific job in relating its 
operations to the general credit situation of the country. It has its 
hands full and the attention of its executive officers should not be 
diverted to other matters. 

While I have very great sympathy for handling this through the 
Federal Reserve System, I am persuaded by those other considera- 
tions that it might be wiser to have another agency. 

The CuarrmMan. Could you not have another agency that would do 
exactly what the Robertson bill proposes, putting it strictly on a 
100-percent guaranty basis? 

Mr. Burcess. I am inclined to agree with Mr. Cravens that there 
will be some cases that could not be taken care of in that way where 
you have a company in a very small town where the local bank is 
unable to take much participation. In fact, it is up to its lending 
limit, let us say. 

The CuarrMan. Might it be better even if the local bank only took 
10 percent of it and the Government took 90, or 95 percent, or if they 
were even paid to service it? 

Mr. Burcess. I quite agree. 

The CuarrmMan. Your objection to this plan seems to be on the 
basis that it is possibly not good banking to have the Federal Reserve, 
who are conservative, go into handling loans. The principle behind 
the Robertson bill is one in which private industry advances all of 
the money and the only time the Government is called upon to reach 
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into the pockets of the taxpayers would be in case of losses. Could 
you not have a separate corporation? That is pretty much what 
most of these bills do in different ways. It would simply guarantee the 
loans, or a percentage of the loans? 

There might even be instances where they would want to guarantee 
it all. But one of the requirements would be that a local bank or 
lending institution must service it, must advance the money and 
handle the credit and the collections and pass upon the management. 
They are sitting out there in their hometowns and ought to know 
whether they want that business continued or not. They ought to 
know better about the personnel and its need for it. That is pretty 
much what all these bills do. \ 

Senator Roperrson. When the Chairman of the Federal Reserve 
Board testifies, he is going to say that the short-term credit needs of 
small business appear to be rather adequately provided for, but there 
are instances in which long-term capital aids are not adequately 
provided for. I felt that way about it in going on the Byrd-Bricker 
bill to abolish the RFC, that I did not want to leave small-business 
interests who could not locally get long-term capital, 10 years, let us 
say, giving them a chance to expand and pay out, out on a limb. 

Consequently, in recommending to this committee and to the 
Congress that we abolish the existing lending agency, which I did 
not think was necessary, there should be something put in place of 
it. I had no pride of authorship on my bill because it was just bring- 
ing forward a plan that we had tried before and changing it a little 
bit and bringing it into being again as a substitute for the credit 
worthiness concerns referred to in the statement of Chairman Martin. 
An opportunity to get a Government guaranty on long-term working 
capital. 

If the Treasury and the Federal Reserve Board and other interested 
agencies will come up with a better plan which includes your last 
point, that on the supervisory board the Secretary of the Treasury 
and the Secretary of Commerce should be represented, I would be 
willing to take that. As I say, I have no pride of authorship. | 
think something ought to be done. I do not believe Congress will just 
wipe out the RFC unless it has in view something to take its place. 
That is the reason I proposed something that I thought was better 
than the RFC and which to a reasonable extent—maybe as you say 
on a rather conservative basis—would do the job. 

The CHairMan. What would be wrong with these borrowers pay- 
ing a fee to set up a reserve fund in this new corporation to help 
defray the expenses? The branch Federal Reserve banks pay into 
the Treasury of the United States every year many, many millions 
of dollars, do they not, in the form of dividends or earnings? 

Mr. Martin. They do. 

The CuarrMan. I[ think it amounts to about $300 million a year. 

Mr. Burerss. You mean the whole system? 

Mr. Martin. The whole system would be about $300 million, | 
think. 

The CHarrmMan. And that goes into the Treasury? 

Mr. Martin. That is right. We paid last year $275 million, I think. 

The CHairMaAN. Is there a possibility that that fund might -be 
used as a basis, or as a beginning of these guaranties to take care 
of the losses? 
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Mr. Burcrss. We have got that in the budget already, Mr. Senator. 
If we take it out of that we do not get it in the budget. 

The CHarrMan. | am thinking in these terms, that it is money 
earned by the banking system of America and it comes into the 
Treasury. I think it has been established here that in many instances 
banks would like to make loans to certain business institutions in 
their hometowns, but they are prohibited from doing so because of 
regulations. I was thinking that there might be some formula so 
we could get the Government completely out of making direct loans 
but yet establish some corporation that would guarantee loans but 
put them on a self-supporting basis so it would not cost the taxpayers 
anything and the banking institutions themselves would be con- 
tributing to these marginal loans. 

Senator SparkMAN. Mr. Chairman, before you get away from 
that, I have a question. 

The CHartrMan. Will you let me finish this one, first, Senator 
Sparkman? 

There is another point that I think we ought to get into. I do 
not know whether it comes into the jurisdiction of this committee. 
That is permitting these banks to set up a larger percentage for tax 
purposes on losses. 

If you would do that you would be surprised at how many addi- 
tional loans would be made to marginal borrowers if banks could set 
up and use a larger contingent fund for losses for tax purposes. | 
think you would be amazed at the number of additional loans that 
could or would be made if someone could sell the collector of internal 
revenue and the Treasury Department on permitting banks to set 
up larger reserves for losses for tax purposes. 

Do you agree with me on that, Mr. Secretary? 

Mr. Burczss. That is a subject that we have under study, and it 
is a very interesting problem because our rules on allowing banks to 
set up reserves have been rather stricter than they have in England 
or Canada, or some other place. 

The CHarrMan. It is amazing when you get into that and find 
that the Government itself, in the corporations it operates, permits 
about five times the reserves for losses that you permit the banks 
to set up for tax purposes. 

Mr. Burcess. The Treasury right now is feeling a little stingy. 

May I return to your first suggestion? I would like to say that 
I believe that through ingenuity a system of participations can be 
made to cover 90 percent of the cases which arise. The only problem 
is whether that additional 10 percent, where it is very difficult to 
work out a participation, should be provided for in the bill. 

The CuarrMan. I recognize the difficulty, but my opinion is that 
it can be done. 

Senator SparKMAN. Mr. Chairman. 

The CHaArrMAN. I will get to you in just a moment, Senator. 

Senator SparRKMAN. Do you call them dividends that are paid into 
the Treasury by other banks? 

Mr. Martin. Earnings, we call them. 

The CHarrmMan. Excess earnings, is it? 

Mr. Martin. I wouldn’t say excess, just earnings. 


ai. 





Th 
the e 
not? 

Mr 

Th 
using 
thoug 
of the 
ury f 
my p 
we OU 
of pe’ 
busin 
out kk 

Ser 
to pre 
provi 
by pr 
about 
bill. 

I see: 
you | 

Is 
plan? 

Mr 

Ser 
mind 

Mr 
there 
might 
bank 

Ser 
muni 
now, 
or les 

Mr 
Fede 
prosp 

Ser 
years 
comp 
could 
By p: 
carrie 

Mr 
Treas 
it the 
bette: 
direct 

Ser 
conne 
loans 
time? 


enator. 


money 
nto the 
stances 
tions in 
‘ause of 
nula so 
ct loans 
ans but 
xpayers 
be con- 


y from 
Senator 


I do 
mittee. 
for tax 


iy addi- 
ould set 
oses. | 
ns that 
internal 
s to set 


and it 
aanks to 
“ngland 


ind find 
permits 
banks 


ngy. 

say that 
can be 
problem 
ficult to 


1 is that 


P. 
aid into 


GOVERNMENT LENDING AGENCIES 9] 


The Cuarrman. I do not think I should put it in the record, but 
the earnings paid into the Treasury go into the general fund, do they 
not? 

Mr. Martin. That is right. 

The CHarrMan. It amounts to a lot of money. Is there a basis for 
using that money in some way to do this job? Let us give some 
thought to it. At least we would not be reaching into the pockets 
of the taxpayer. On the other hand, this goes into the general Treas- 
ury fund, and I suppose you would have to get more money. But 
my point is that the banking fraternity earned this money. I think 
we ought to give some thought to taking this and using it in the form 
of perhaps guaranteeing small-business loans, making those in small 
business who want loans pay a fee for doing it. I am just thinking 
out loud, and I hope it will fall on fertile soil, Senator Sparkman. 

Senator SPARKMAN. I was going to suggest that the bill I introduced 
to provide short-term loans to small business with a ceiling of $250,000 
provided for insurance of those loans at 1% percent, loans to be made 
by private banks. It is the bill that the Federal Reserve recommended 
about 3 years ago. Senator Frear has some element of that in his 
bill. You say about 10 percent of the loans would not be covered. 
I see one difficulty, and that is that in some of the smaller communities 
you have smaller banks that have a lending limitation. 

Is that the type of loan that would not be covered by some such 
plan? 

Mr. Buresss. Of course the 10 percent is just a guess. 

Senator SpaARKMAN. I realize that, but is that what you had 
mind? 

Mr. Buresgss. Yes; and then curiously enough, even in banking, 
there are sometimes personal considerations that enter in. You 
might find a company that was a pretty good company, but the 
banker did not like him and they did not want to participate in it. 

Senator SPARKMAN. My thought is that the person in the com- 
munity usually has to have some kind of banking connection in it 
now, and it seems to me that even though section 13 (b) was more 
or less replaced by the RFC’s lending 

Mr. Buresgss. There is still some lending done under it by the 
Federal Reserve banks, but the pressure is off because we have had 
prosperity, and so on. 

Senator SpARKMAN. Mr. McCabe, testifving on this bill about 3 
years ago, I thought made a very strong presentation and sold me 
completely on the idea because it seemed to be the way in which you 
could bring the local business and the local bank into the program. 
sy paying insurance, you could have the whole load of the guaranty 
carried in that manner. 

Mr. Buregss. I don’t think you would lose very much. From the 
Treasury point of view, we would certainly have no objection to doing 
it that way. In fact, the more it is done through participation the 
better we like it. If you passed a bill of that sort that did not provide 
direct lending at all, I don’t think the loss would be material. 

Senator SPARKMAN. Mr. Burgess, the bank with which you were 
connected, the National City Bank, has done quite a job on small 
loans, has it not? Has that not been one of its long suits for a long 
time? 
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Mr. Burcess. They were one of the first in the field. We were 
very proud of it. : TAB 

Senator SpARKMAN. It has paid, has it not? 

Mr. Buragss. Yes. 

Senator SpARKMAN,. Then it has been good business, 

Mr. Buraegss. Yes, sir. 

Senator SparKMAN. Do you think that the private banking system 
throughout the country has been sufficiently sold from a psychological 
standpoint on what can be accomplished in that field? 

Mr. Bureess. I think they have been sold increasingly. There 
were days when there were very few of them who did the kind of thing 
that we did at the National City Bank. But in the past 10 years : 
bank after bank has established a department to do that kind of job. 
Today the coverage is pretty good. 

Senator SPARKMAN. This program that RFC has carried on requir- 
ing participation has been helpful, has it not? 

Mr. Buraegss. Yes, 

Senator SPARKMAN. If we could work out a program along the line 
the chairman suggested of insured loans, I wonder if that would not 
extend it still further. 

Mr. Burasss. | think tnat is the general direction of movement. VI 
I agree with Mr. Cravens that when you are making bank loans you 
cannot pour them into a pattern the way you can mortgages. | 
would be a little afraid of calling it insurance. Insurance implies that 
you have a pattern that all people measure up to. Each bank loan has 
to be negotiated on its own bottom, but I don’t think that is any con- 
tradiction to what you are saying. It is just indicating agreement 
with Mr. Craven’s qualification. 

Senator Payne. In looking at the brief statement you have made 
and the points set forth, may I ask if it is not true that the RFC at the 
present time is following generally the very points that you have set 
forth? 

Mr. Bureess. Senator, I think it is now. If you ask me whether 
it was last vear, | would say no. 
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Senator Payne. Would you be willing to perhaps clear up my mind | VII 
by stating specifically the reasons why you believe RFC should be | 
terminated? 


Mr. Burgess. I think a ship that has been very long at sea acquires 
a lot of barnacles. There is the problem of personnel. Peopl 
become used to operating in a given way. Under civil-service laws, 
even when you are not dealing with covered employment, you cannot 
always deal the way you would like to. I would like to see the Govern- 
ment liquidate something which has been established. 

Senator Bricker. Some of us have long had that desire. 

Senator Payne. Could you tell me, Mr. Burgess, how many lending 
agencies there are at the present time in the Government? 

Mr. Buresss. | haven’t that figure at the end of my tongue. It 
is a lot. I think there is a good list of the important ones in the 
Douglas committee report of January 1950, on page 7, on monetary, 
credit, and fiscal policies. We will supply the pertinent parts fo: 
the record, 
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Po , January 1950 


Federal activities in the fields of money, credit and fiscal operations, and 
the controlling Government agencies 


‘. 


Activity 


Agriculture credit 


Loans for rural electrification 


Loans to farm cooperatives 
Promotion and 
tion credit associations, 


regulation of 


t 


yroduc- 


Loans to, and discounts of paper for, 
extend 


various institutions 
short- and 


that 
intermediate-term 


to farmers and their cooperatives. 


Loans to and regulation 
farm-loan associations 


of 


loans 


national 


Loans and guaranties of private loans 
secure 


to small farmers unable 
adequate credit else 

Nonrecourse loans and 
private loans on 
ucts 


vhere 


Housing credit 


Insu 


ve 


Othe 


6. 


Guaranty of mortgages 
real estate and home 
Chartering of | 
associations 
stitutions of this type 
Loans 
and to certain 
this type. 
Provision of a 
certain insured mortgages 
Insurance of savings 


on 


and 


other 
secondary 


accoul 


Loans and subsicies to local 
housing agencies for low-rent 
ing and slum clearance 


ederal savings 
supervision 


to 


guaranty 
agricultural prod- 


of 


residential 


its 


ings and loan associations. 


ol 


market 


institutions 


modernization. 
and loan 
f in 


to savings and loan associations 


of 


for 


at Say 


public- 


hous- 


rance of home, farm, and business loans to 


terals. 


r loans and insurance of loans: 


l. 


). 


Loans to financial institution 


Loans to States and their subdivisions 


Loans and guaranty of privat 


loans 


Guaranty of loans for the construc- 
tion and reconstruction of shipping. 


Loans to foreign borrowers 


Federal agency 
General regulation by the 
Farm Credit Adminis- 
tration 
Rural Electrification 
ministration. 
banks for cooperatives. 
production-credit 
porations. 
Federal intermediate- 
credit banks 


Ad- 


13 
12 core 


12 


12 Federal land banks. 


Farmers Home Adminis- 


tration. 
Cor- 


Commodity Credit 


poration. 


Overall supervision by the 
Housing and Home Fi- 
nance agency. 

Federal Housing 
istration. 

Home Loan 


Admin- 


Bank Board. 


ll Federal 
banks. 


home-loan 


National Mort- 

\ssociation. 

Federal Savings and Loan 
Insurance Corporation 

Public Housing Admin 
istration, 


Federal 


gage 


Veterans’ Administration 
also other agencies in 


the performance of the ir 


function 
Reconstructio1 Finance 
Corporation, the Fed- 
eral Reserve, and cer- 
tain other agencies listed 


apove, 

Reconstruction Finance 
Corporation and certain 
other listed 
above 


agencies 


Reconstruction Finance 


Corporation and the 

Federal Reserve. 
Maritime Commission. 
Iixport-Import Bank and 


certain other agencies. 
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Senator Payne. The reason I ask is if we are following what may 
be considered a business practice, would it not be well to take a look 
at the many lending agencies which do exist in the Government? 
Take sufficient time to see if we cannot bring about a consolidation 
of those many lending agencies under one blanket and do the job 
effectively and efficiently in all fields? 

Mr. Buregss. I agree with you completely in principle. I think 
some studies are now being made of Government lending agencies. 
The National Bureau of Economic Research is makimg such a study. 
It is a very wholesome study. 

On this matter of small business, you have a rather specific area of 
field and I would doubt if you w ould learn enough about this particu- 
lar area from the general study to warrant delaying action in this field 
until you had surveyed the whole situation. 

Senator Bricker. When will that report be out, do you know? 

Mr. Buregss. Another 6 monthsora year. I am notsure, Senator. 

Senator Bricker. It will be very helpful to us when it does come 
out. 

Senator Payne. What I am getting at is that the same basic con- 
cept would apply to any lending agency and it does not seem whole- 
some to have a multitude of agencies all dealing in a basic problem 
when it might be possible to bring all of them under one blanket and 
perform the service in a very effective and efficient method. 

Mr. Buresgss. The only qualification on that is that some of them 
are highly specialized, like the Commodity Credit Corporation in 
the field of agriculture which you could not mix with these others 

Senator Payne. But the services of the Department of Agriculture 
would always be available for consultation. 

Mr. Bureess. The principles are the same, of course. 

Senator Bennett. Mr. Burgess, many of those lending agencies 
either have been transferred to private ownership or are in the process 
of being transferred, are they not, such as the farm loan banks? 
As I understand it, they are pretty well in the hands of private owner- 
ship. 

Mr. Burgess. That is correct; and the Federal home loan banks 
have been paying off their Government capital. 

Senator Bennett. I have a perfectly ridiculous question. This 
discussion of loans to small business reminds me that I had a letter 
yesterday from a constituent who wants to know where he can borrow 
$25 from the Federal Government to pay a mining claim assessment 
to the Federal Government. 

The Cuarrman. Senator Frear. 

Senator Frear. I suppose it can be assumed that the Treasury 
is interested in the activities of the Bureau of Internal Revenue, and 
following up a question that was asked a while ago, do you know what 
allowances are made to commercial banks for bad loans, as far as 
taxes are concerned? 

Mr. Bureess. Yes, sir. If the loans are written off, under the 
bank examiner’s rulings, they can be deducted as a loss. 

Senator Frear. Is there not also some contingency reserve that is 
allowable in certain instances? 

Mr. Burcess. There is also a provision that banks can take their 
average percentage of losses on loans over a period of 20 years previous, 
and can set up a reserve subject only to taxes if and when it is pulled 
back. 
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Senator Frear. When it is recovered it is subject to taxation, yes. 

Mr. Burcsss. That is becoming less and less adequate, because 
it dates back 20 years prior to the current date. When that covered 
the period of the thirties, it was a pretty good plan, but it wasn’t 
fair to some. 

Senator Frear. That speaks well for the Democratic Party, do 
you not think, Mr. Burgess? You would not have to comment on 
that. 

Mr. Buregss. It is a question of whose private property the thirties 
are. 

The CuairMan. I do not think a 20-year average is a good average 
at the moment. I think it ought to be 5 years because you have had 
great activity during the past 5 years. 1 think the banks are being 
penalized and we would get many more marginal loans if they were 
permitted to set up larger reserves. 

The Treasury wouldn’t lose a anything because if they didn’t use 
those reserves they would have to pay taxes on them 

Senator Frear. The Farm Credit Administration was mentioned 
by Senator Bennett. The national farm loan associations in 
making loans take an authorized initial reserve of 5 percent. Would 
that be feasible, for private capital to set up something similar to 
that? 

Mr. Buragss. I hadn’t thought much about that, Senator. 

Senator Frear. I think it might. That is the formula for short- 
term loans also 

Mr. Burecess. The production credit associations do the same 
thing. I think it is not impossible, although since these loans come 
in such different packages, it is very hard to make a single rule. 

The CuarrMan. The Government has been using one standard 
for itself and another standard for private industry and private 
banking with respect to reserves for loans. There is no question 
about it. If they had been just as liberal with the banks and private 
industry, in my opinion they would have handled many of these 
marginal loans. I strongly recommend to the Treasury and the 
Internal Revenue that they check into that very carefully, 

Senator Frear. I think it is a good recommendation. 

The CHarrMaAN. It might well be that this whole business could 
be handled without any agency to loan money or guarantee loans 
if you want to handle it in other ways. 

Senator Frear. I am firmly convinced of that. By the way, the 
National Farm Loan Associations are entirely owned in the field. 
The Government has no money in the National Farm Loan Asso- 
ciations now. All Government capital has been completely paid off, 
I believe. 

Mr. Buraesss. I am not sure of that. 

Senator Frear. | know that is true, and I think the Home Loan 
Bank has paid all of it back, too. I think the Government fathered 
and charted the course for these things during their initial stages 
and after they got out of the creeping stages and were able to walk, 
they have rightfully been turned over to private ownership. That 
in my opinion could be done in the same way ia order to supply 
equity capital for small business not now available in commercial 
channels because of restrictions. 


Is that a statement to which you could concur partially, Mr. 
Burgess? 
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Mr. Burcess. I would want to study it a little longer. You are 
dealing here cath a very narrow field, a small volume field, in which 
it is going to be difficult to operate profitably. Whether it would 
stand the ndditions ul burden of some contribution to capital or reserves, 
I am not sure. 

The Cuarrman. You are always torn between two loves. One is, 
of course, to get the money to run the Government. We would like 
to do these things, but in doing them it cuts down the flow of money 
to the Government. I appreciate that. 

My opinion is that if we had helped private industry a little more 
and had given them better breaks on amortization and eliminated 
some of these foolish taxes, there would be less need for the very thing 
we are talking about here today. They could stand on their own 
bottoms; the banks could loan the money, and these marginal compa- 
nies in private industry could make money and plow it back into their 
own businesses and there would be less need for coming to the Govern- 
ment to borrow. They are forced to come to the Government to get 
money because of the restrictions, in my opinion, that the Government 
places on banks and on private industry, and our taxing system and our 
amortization policies. 

Suppose we ask Mr. Martin to testify now. 

Thank you, Mr. Burgess. 


STATEMENT OF WILLIAM McC. MARTIN, JR., CHAIRMAN OF THE 
BOARD, FEDERAL RESERVE SYSTEM 


Mr. Martin. Mr. Chairman, I do not have a prepared statement. 
Senator Robertson seemed to anticipate a little bit what I might say. 
Some of his information, of course, goes back to a time before I was 
in the Federal! Reserve Board. I don’t wish to say that I disagree 
with all thet work because the Federal Reserve Board has done a lot 
of work on this sdhdonl of niet business. I am convinced, however, 
that the Board has not got the final answer and nothing which | 
present this morning is put forward as a final answer. First, I would 
like to put in the record, if it is agreeable to you, a study on small 
business which the Federal Reserve Board’s Division of Research and 
Suasties has made. 

The CHarrmMan. Without objection, it will be made a part of the 
record at this point. 

(The information referred to is as follows:) 


Tue FINANCING NEEDS OF SMALL BusrINgEss ! 


(Board of Governors of the Federal Reserve System, Washington, D. C., May 20, 
1953) 


Over the past three decades, the financing problems of small business concerns 
have been studied intensively, both in this country and abroad. In general, these 
studies have brought out that commercial banks and other lenders have actively 
adapted and expanded their facilities to meet the changing and growing short- 
term credit needs of small businesses. They have also shown that intermediate- 
term credit has not been as readily available as short-term credit to the average 
small-business concern. Nevertheless, it has been supplied in substantial volume 
and upon reasonable terms in the form of renewable short-term loans and of term 


‘In pee aring this memorandum, the tall of the Bo ond of Saree nors has made liberal use of material 
inclu 4 in The Cost and A vailahility of Credit and Carital to Small Business, a report submitted by the 
Board to the Select Committee on Small Business of the Se ns ate and published by the Committee as Senate 
Subcommittee Print No. 8, 82d Cong., 2d sess., October 195 
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ans—loans with a maturity at time of making of more than 1 year. To the 
extent that a small-business financing problem may continue to exist—and it must 
e emphasized that the statistical evidence of its existence is neither comprehen- 
ve nor conclusive—these studies have indicated that it relates primarily to long- 
erm debt and equity capital of concerns in process, or desirous, of expanding their 
yperations or facilities. 


AVAILABILITY OF SHORT- AND INTERMEDIATE-TERM CREDIT 


Small businesses rely heavily on short- and intermediate-term credit for meeting 
ir current, and sometimes their long-range, financing needs. Such credit may 
take any one of a number of forms and be obtained from such varied lenders as 
ommercial banks, trade suppliers, finance companies, insurance companies, and 


the Government. Generally speaking, the short- and intermediate-term credit 
equirements of most credit-worthy small-business concerns appear to be ade- 
juately met at the present time. Moreover, compared with the situation pre- 


ailing 20 to 30 years ago, the trend today appears to be toward increased avail- 
ibility of credit to smaller enterprises. The growth of nonbank financial 
nstitutions and the development of new lending techniques on the part of both 
bank and nonbank lenders have increased the sources of short- and intermediate- 
term credit and improved the basis on which small-business concerns may obtain 
auch credit. 


k credit 


til 


Meeting the short- and intermediate-credit needs of small business constitutes 
1 major activity of all banks and is the principal lending activity of the smaller 
an Late in 1946, for example, a national survev of member-bank business 
ans indicated that advances to small businesses accounted for three-fourths of 
he number, though for only one-fifth of the amount, of all commercial-bank 


iness loans. At small member banks—those with total assets of less than 
$2 million—92 percent of the number and 83 percent of the amount of all out- 
anding business loans represented advances to small businesses > ©Since 1946 
relative importance of the number and particularly the amount of loans to 

all business, especially at larger banks, mav have fallen somewhat Total 


business loans of banks have more than doubled and, while all sizes of businesses 
1ve participated in this increase, loans to larger businesses appear to have shown 





ereater relative increase. 

The typical small-business borrower is an unincorporated concern obtaining 
nk credit in relatively small amounts At the end of 1946, roughly five-sixths 
f small businesses borrowing from banks were unincorporated. Three-fourths 


f all loans to small business were for less than $5,000 and one-fourth were even 
below $1.000. 
\ very large proportion of bank loans to small business are repayable on demand 
or have an original maturity of less than 1 year. Term loans—that is, loans 
vith a maturity at time of making of more than 1 vear—achieved considerable 
mportance in the early postwar vears, however, accounting at the end of 1946 
for one-fifth of all member bank loans to small business. ‘To some extent, the 
mportance of small-business term loans at that time reflected an unusually large 
emand for intermediate-term credit associated with the organization of new 
usinesses by returning veterans, reestablishment of civilian businesses, recon- 
ersions of production lines from defense purposes, and satisfaction of war-deferred 
needs for fixed assets. Although the relative importance of the term loan may 
ive diminished somewhat in recent years, it does have special advantages to 
th borrower and lender in meeting certain types of credit need, and appears to 
firmly established as an instrument for financing small business requirements 
for equipment, plant and real estate, and additions to permanent working capital. 





\ significant proportion of small businesses obtaining bank credit are able to 
i lo so without furnishing collateral Nearly two-fifths of all member bank loans 
» small business outstanding as of November 1946 were unsecured. According 
| to most bank lending officers questioned in the late spring of 1952, the proportion of 


insecured loans is probably considerably higher today than in early postwar years, 
flecting primarily the improved credit standing of small businesses generally 


ifter a half decade of sustained high-level economic activity. 
Other sources of short-term credit 
he most important type of very short-term credit used by small business is 


at extended by a concern’s suppliers; i. e., accounts payable. A large company 


C. H. Schmidt, Member Bank Loans to Small Business, Federal Reserve Bulletin, August 1947 
idt, op. cit 
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will frequently take advantage of its own superior credit rating to build up its 
liquid working-capital position—often through bank borrowing—so that it can 
finance its smaller customers. 

Other important nonbank sources of short-term funds are the sales finance, 
commercial finance, and factoring companies which extend credit that is secured 
in most cases by the borrower’s inventories or accounts receivable. Sales finance 
companies compete with banks in serving dealers in automobiles, appliances, and 
other durable goods. While they specialize in financing the dealer’s customer 
paper, they also usually finance his floor inventories in substantial part. The 
combination of financing services offers advantages to the dealer as well as to the 
finance company. Commercial finance companies and factoring companies, in 
contrast, generally specialize in accommodating those concerns which do not find 
ready acceptability as banking risks. Some sales-finance companies and com- 
mercial finance companies are set up to give limited managerial as well as financial! 
assistance and thus are able to bring certain operating inefficiencies of small 
borrowers to the attention of owners.‘ 


Other sources of intermediate-term credit 


So far as intermediate-term credit for small business is concerned, nonbank 
sources are rather limited. Although available information indicates that some 
sales-finance companies and life-insurance companies have expanded their activi- 
ties in this field, both the number and overall volume of such advances to small 
business are nominal at the present time. The direct advance and loan-partici- 
vation authority of the Federal Reserve System (under sec. 13b of the Federal 
ieunees Act), and governmental aid in the form of guaranties under the Veterans 
Administration program and direct lending by the Reconstruction Finance 
Corporation, have also provided small businesses with intermediate credit. 

The effectiveness of the Federal Reserve System’s industrial loan program has 
been limited from the beginning by the requirements that loans be made only for 
working-capital purposes, only to established business enterprises, and only for 
periods not to exceed 5 years. Also, under conditions of high-level activity pre- 
vailing since the 1930’s, the System has not encouraged direct lending by the 
Federal Reserve banks and has limited its 13b activities primarily to commitments 
to purchase or discount loans made by participating institutions. 

The Reconstruction Finance Corporation, which was authorized to lend and to 
guarantee loans on a somewhat more liberal basis than the Federal Reserve 
System, and whose funds for such lending are available on the basis of specific 
congressional authorization, has made a substantial number of intermediate-term 
loans to small-business concerns. 

During the fiscal year 1951, the RFC approved 2,411 loans of less than $100,000 
in the amount of $74,976,000. This represented 89 percent of the number, but 
only 25 percent of the amount, of RFC business-loan authorizations during the 
year. Of these smaller loans, 46 percent were to have a final maturity of 2% to 5)» 
years, and 43 percent were for loans with a maturity of over 5% years. No 
breakdown of fiscal year 1952 loan authorizations by size and maturity appears to 
be available. As of June 30, 1952, most of the number of outstanding business 
loans were for amounts of $100,000 or less.5 


, 
Short- and intermediate-term credit shortages under special situations 


Despite the variety of financing arrangements available to smaller business 
concerns, there are several special situations in which the short- and intermediate- 
term credit requirements of credit-worthy businesses may not always be met in 
full. 

Under utilization of existing financing sources.—There probably are situations 
where, because of inadequate knowledge or lack of initiative on the part of the 

rospective borrower or lender, existing short- and intermediate-term credit 
acilities are not being fully utilized in meeting the needs of credit-worth small- 
business concerns. Some lenders are not familiar with the newer lending tech- 
niques or are unwilling to adopt the new techniques or to adapt existing ones to 
new types of business activity. Some borrowers are not acquainted with the al- 








‘ Saulnier and Jacoby, Accounts Receivable Financing, National Bureau of Economic Research, 1943, 
especially pp. 88-91. ; 
§ Reconstruction Finance Corporation, 1952 annual report and financial statements. 
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ternative sources of short- and intermediate-term credit available to them, or with 
the various bases on which such credit may be obtained.® 

The solution to this problem is primarily an educational one as regards both 
borrowers and lenders. Progress is being made in this direction. In recent 
years some banks have established small-business loan departments that specialize 
in the granting of intermediate-term credit and other banks have handled many 
small-business credit requirements through their personal-loan departments. 
Continued development along these lines, together with efforts to publicize the 
financial services made available by banks and other lenders to small-business 
concerns, should in time correct much of the underutilization of existing credit 
sources. 

Localized shortages of credit-—There are undoubtedly some communities where 
the short- and intermediate-term credit requirements of small-business concerns 
have outgrown existing local sources of such credit. In general, however, the 
number of such areas has probably decreased during the past 20 to 30 years, 
reflecting the increased mobility of credit that has accompanied improved trans- 
port, communication, and banking facilities. 

Although small-business concerns often obtain short- and intermediate-term 
credit only from financing institutions in their localities, numerous illustrations 
may be found of concerns that do at least part of their banking and borrowing 
outside of the communities where they are established. For a small business to 
obtain credit away from home it is essential that its financial reporting be accu- 
rate and complete since the personal contact of banker and businessman is not 
as close when the business establishes a banking contact in an outside and larger 
community. As more small-business owners become educated to the necessity 
for, as well as the methods to be employed in, keeping more informative records, 
the problem of localized credit shortages can probably be gradually overcome 

Emergency credit demands.—In periods of high-level economic activity the 
problem of supplying short- and intermediate-term credit to small-business con- 
cerns is primarily one of bringing the borrower and the supplier together. In 
periods of credit contraction, however, lenders may be unable to extend credit 
freely to business borrowers. In fact, unfavorable loan repayment and, in the 
case of banks, deposit trends may oblige lenders to seek some reduction of out- 
standing loans, Also, in periods of this sort, business uncertainties may induce 
some lenders with funds to advance to refrain from doing so. Under such cir- 
cumstances, availability of credit to small businesses is likely to be more adversely 
iffected than that to large concerns. 

In another type of emergency—that of defense preparation or war—small 
businesses may also experience difficulty in obtaining short- and intermediate- 
term financing if the volume of funds needed to finance their military contracts 
is very large relative to their total assets or current financial position. 

The Federal Reserve industrial-loan program and the World War II and 
present V-loan-guaranty programs were each designed as an aid to satisfying a 
particular type of emergency credit demand. Although the V-loan programs 
were not adopted to assist small businesses alone, but rather to facilitate the 
financing of defense contractors regardless of size, a large proportion of the loans 
have been to relatively small borrowers. Of the 1,204 V-loans authorized from 
the beginning of the present program in September 1950, through March 31, 
1953, 60 percent were to borrowers with total assets of less than $1 million, 


LONG-TERM CREDIT AND EQUITY CAPITAL 


While available information suggests that the trend of the past 20 to 30 years 
has been toward increased availability of short- and intermediate-term credit 
for small business, it does not suggest so definite a generalization with respect 
to long-term debt and equity capital. For various reasons, the availability of 
individual saving for direct investment in small-business concerns has diminished 
in the past 15 years. Also, higher personal and corporate income-tax rates have 
reduced the volume of business earnings available for reinvestment. While 
institutional investors, especially life-insurance companies, have begun to provide 

° For a detailed analysis of the availability of credit sources in one geographic area see Adequacy of Business 
Finance in the State of Virginia, a study conducted by the Business Finance Committee of the Advisory 

ouncil on the Virginia economy during 1950. Broad findings of this survey were oh ut !) The large major- 

y of Virginia industries are able in one way or another to secure adequate financing; (2) banks and insurance 
companies do take care of the great bulk of the financing demands placed upon the m; and (3) meritorious 
borrowers who cannot obtain local accomodation are in need of a better liason with lenders who can fill their 
eeds 
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some long-term funds to small-business concerns, it is doubtful if their lending 
activities in this area have greatly augmented the supply situation for long-term 
funds. On balance, it is probably fair to say that the availability of long-term 
debt and equity capital to small business has tended to diminish somewhat over 
the past 2 or 3 decades. 


Owners’ savings and reinvested earnings 


Earnings retained from operations together with other savings of owners con- 
stitute the principal type of long-term funds used by small business. When a 
smal] business is first organized, the bulk of its capital is typically provided by 
its officers. A Department of Commerce study covering about 1,100 manufactur- 
ing concerns which were established in the 1946—48 period, for example, revealed 
that, of those where the initial credit and capital was less than $100,000, nearly 
two-thirds was supplied by officers and directors, the remaining one-third com- 
prising largely bank loans and mortgages. Among the small manufacturing 
corporations included in the sample, only 2 percent of the initial capital was 
raised through sale of stock to the general public.’ Small, unincorporated retail 
concerns organized in the 1945-49 period raised about two-thirds, and small 
retail corporations nearly four-fifths, of their initial capital from personal savings 
of original owners.* 

This initial investment may pretty well deplete the owners’ stock of available 
funds, and other sources may have to be relief on to provide additional funds 
needed to maintain or expand a successful going concern. So far as equity capital 
is concerned, the most important source is retained earnings. 

While businesses of all sizes have relied heavily on retained earnings for funds 
in the postwar period, figures for corporations submitting balance sheets to the 
Bureau of Internal Revenue show that the smaller the asset size of a company the 
larger the share of profits after taxes it retained. To some extent, these relatively 
large retentions—or, conversely, relatively low dividend disbursements—reflect 
the fact that stockholders of small, closely held corporations are frequently officers 
and are compensated by salaries rather than dividends. On balance, however, 
the evidence suggests that small corporations, as well as unincorporated concerns, 
customarily plow back into their own business a substantial part of its earnings. 

Despite the reinvestment of a substantial proportion of after-tax earnings, 
small enterprises as a group have a lower ratio of equity to liabilities than do large 
concerns. So long as business is good, small concerns may operate successfully 
by relying more heavily on debt for their current financing needs. When business 
activity contracts, however, or special unfavorable circumstances arise, lack of 
an adequate cushion of equity funds is a serious handicap. Small concerns are 
especially vulnerable, since their earnings fluctuate more sharply than those of 
large companies. 

In part, the problem of retaining or attracting adequate amounts of equity 
capital reflects the changes which have taken place over the past 15 years in the 
level and structure of Federal income taxes. It is often claimed, with some justi- 
fication, that present high Federal taxes have a disproportionately dampening 
effect on the potential amount of funds available for small businesses, 

Profits of unincorporated concerns are taxed at the Federal income-tax rates 
applicable to individuals, which at present range from 22 percent on taxable in- 
come under $2,090 up to a marginal rate of 92 percent on income over $200,000 
Federal taxes on corporate income begin with a rate of 30 percent on taxabl 
income under $25,000 and, together with the excess-profits tax, go up to an 82 
percent marginal rate. Such taxes on business income directly limit the amount 
of earnings which both large and small concerns can reinvest. Since retained 
sarnings are the principal source of additional equity capital for most small busi- 
nesses, high Federal income taxes may be said to have a more serious effect on 
small concerns than on the large corporations. 

So far as external equity capital is concerned, one effect of graduated tax rates 
on individuals’ income has been to reduce the amount of risk capital available 
4 schedule of graduated rates reduces the share of after-tax income received by 
wealthy individuals, who are best able to provide risk capital, and increases the 
relative share held by lower-income groups. Savings of the latter groups are 
most likely to be channeled to ‘safe’? uses such as bank deposits, Government 
savings bonds, savings and loan shares, or insurance; such savings, even if used 


7 L. Bridge and L. Holmes, ‘‘Capital Requirements of New Manufacturing Firms,” Survey of Curren‘ 
Business, April 1950. See also: L. McHugh, ‘‘ Financing Small Business in the Postwar Period,” Survey 
of Current Business, November 1951 

§ Bridge, ‘‘Capital Requirements of New Trade Firms,”’ Survey of Current Business, December 1948 
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lending directly or indirectly to purchase equities, are usually invested in “‘blue chips.” 
yng-term For u dividuals in the higher income-tax brackets, the uncertain return from an 
yng-term investment im an untried or relatively unknown business may represent, on an 
hat over after-tax basis, insufficient compensation for the risks involved in such ownership 

\t the same time, however, the capital-gains tax-—-with its top rate of 26 


percent—is probably an aid to small-business equity financing, since one of the 
best possibilities for achieving a long-term capital gain is to invest in a small 
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In contrast to large businesses which can borrow funds at about the same cost 
by public offerings as by direct placements with insurance companies, the latter 
is definitely the less costly of the two methods in the loans. The 
fact that, in arranging a private placement, the borrower is negotiating directly 
vith a single and experienced investor also has important advantages for a small 
concern. For example, terms may be tailored to fit the borrower’s particular 
needs and subsequent revision of the size or terms of the loan is facilitated 
Financing can sometimes be obtained for worthwhile but unusual projects whict 
might not interest the investing publie generally. Close and detailed analysis 
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Several specialized institutions have been established for making long-term debt 
and equity capital more readily available to small-business concerns. Their 
ee experience points up the general problems which any such institution must be 

if us prepared to face. 
of Currer Industrialized foundations.—A number of communities throughout the country 
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merce, confining their activities to advising and assisting small-business concerns 
in the selection of plant sites; others provide free land or plant space on a rental 
or long-term purchase basis; a few, like the well-known Louisville Industrial 
Foundation, have established revolving funds out of which loans are made to 
facilitate the establishment or continued operation of small-business enterprises. 
By and large, these industrial foundations have provided a highly specialized form 
of local assistance to small business which cannot be regarded as a practicable 
method of increasing generally the availability of intermediate- and long-term 
debt and equity capital. The total financial resources at their command are 
limited; in consequence, they are not in a position to develop the trained staff and 
operating experience necessary to a broadened program of lending or investment 
activity. 

Credit pools —In some areas banks, insurance companies, and other lenders 
have established credit pools, usually as separate corporate entities, for the pur- 
pose of making loans to small businesses. Such credit pools have in practice 
failed to develop any substantial volume of loans. The credit which they extend 
is essentially of an intermediate rather than a long-term character; they have not 
attempted to supply equity funds, and they are frequently established on a 
temporary basis only, to handle the financing of a particular project. 

Investment companies.—A relatively few private venture capital companies, 
such as American Research & Development Corp. and J. H. Whitney Associates, 
have been established for the primary purpose of seeking out and financing the 
development of new technological processes and products. In the case of Ameri- 
can Research & Development Corp., a well qualified staff is maintained to investi- 
gate proposed projects and to supervise the establishment and operation of those 
selected for development. To date, relatively few projects have been undertaken 
by American Research & Development Corp. and its activities have been limited 
partly because of its specialized interest in new processes and partly because of 
the impracticability of applying such detailed supervision to any appreciable 
number of business concerns. This type of organization, however, may point 
the way toward a general method of providing longer-term financial aid for small 
businesses. 

Investment banks.—Within the past 10 years, both England and Canada have 
established special banking facilities to meet particular business financing needs 
in their respective countries. In England, the Industrial & Commercial Finance 
Corp. was formed in 1945 by the Clearing and Scottish banks in conjunction with 
the Bank of England. In addition to its authorized capital of £15 million, sub- 
scribed on a pro rata basis by each of the Clearing and Scottish banks with a 
token amount supplied by the Bank of England, the corporation is authorized 
to borrow up to £30 million from the shareholding banks. The ICFC has 
specialized in so-called package financing—the provision of long-term debt and 
equity capital in proportions appropriate to the needs of individual business 
concerns. It also maintains a liaison department whose officials provide the 
corporation’s customers with technical and managerial assistance. In the first 
year of its existence, the bulk of its financial assistance was provided in relatively 
small amounts, only 20 percent of the advances approved being for more than 
£50,000. In each of the years since 1946, however, the proportion of approvals 
over £50,000 has ranged between 40 and 50 percent. Thus, it may be questioned 
whether the ICFC can be classed as a predominantly small-business financing 
institution. 

The Industrial Development Bank of Canada was organized in 1944 with an 
authorized capital of $25 million, subscribed entirely by the Bank of Canada, for 
the purpose of fostering the development of certain basic industries by supplying 
business concerns with intermediate- and long-term debt and equity capital, and 
with technical assistance. Though not primarily intended as a source of funds 
for the general run of small businesses, two-thirds of its advances have been for 
amounts of less than $50,000. 





PROBLEMS TO BE FACED IN PROVIDING LONG-TERM FUNDS 


Analysis of the nature of small business, its financing problems, and the experi- 
ence of lenders all indicate that any specialized financing program adopted to 
increase the flow of long-term funds to smaller business concerns must, if it is to 
be successful in a broad economic sense, provide for realistic handling of a number 
of problems which are peculiar to such businesses. 


Need for nonfinancial assistance 


At the outset, it is important to recognize that financing is often not the most 
acute problem of small business. Lack of technical and administrative know-how 
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is often more of a handicap to small business than is difficulty in obtaining credit 
and capital. In order to aid effectively the small businesses that suffer from 
shortcomings of management or of technical know-how, financial assistance needs 
to be coupled with such managerial and/or technical assistance as the individual 
case may warrant. American Research & Development Corp., in financing the 
development of new technological processes, has found the recruiting and training 
of adequate managerial talent to be one of its most difficult problems. From its 
experience, and that of the Industrial Development Bank of Canada and the 
Industrial & Commercial Finance Corp. of England, principles might be developed 
that could be more widely applied, either as a separate nonfinancial aid to small 
business or in conjunction with financial assistance. 


Detailed investigation by qualified staff 


Small businesses are frequently unknown outside the one community in which 
they operate, and information on their activities, management, competitive posi- 
tion, past financial performance, and present earnings potential—which together 
would permit evaluation by conventional investment standards—is not readily 
available. Often they are unable to present their financial situation and prospects 
clearly and convincingly to a prospective lender. The lender, if he does not know 
the would-be borrower intimately must either depend on someone who does, or 
himself undertake an extensive investigation. For a specialized financing pro- 
gram this would mean either a close tie-in with local institutions, or a separate 
organization with a large and well-qualified staff. 


Development of specialized financing instrument 

More than five-sixths of all small businesses are trade or service concerns.® 
The predominant need of such concerns for long-term credit and capital is to 
provide working capital on a more or less permanent basis. Needs for long- 
lived facilities are relatively modest, and such fixed assets are often provided 
through renting or leasing, rather than purchasing. One significant aspect of the 
marked difference in asset distribution between smaller concerns and large 
businesses is that, as noted previously, the former have neither the occasion nor 
the appropriate collateral for the conventional mortgage loan, and long-term 
credit must be supplied in some other form. 

Small enterprises also differ from large companies in that their sales and earn- 
ings fluctuate more sharply. Both the highest profits rates and the highest 
deficit rates are found among smaller concerns.!° Larger companies, by virtue 
of their greater financial resources, large-scale production and marketing econ- 
omies, and more diversified activities, are on the whole less affected by changes 
in overall business activity, shifts in demand for a particular product or service, 
success or failure of a particular venture, or economic developments within a 
particular locality. By contrast, any one of these factors may bring great success 
or bankruptcy to a small enterprise. So far as financing is concerned, this greater 
variability in the sales and earnings of small concerns not only increases the risk 
of lending to small borrowers, but also makes it especially desirable to gear debt 
financing closely to ability to repay. 


Provision of equity as well as debt capital 


While there is ample evidence that smaller concerns are most often in need of 
additional equity capital, they are usually reluctant to share ownership and con- 
sequently control of their business, and their common preterence is for debt 
capital. A survey of small manutacturing corporations conducted in 1950 by the 
National Association of Manufacturers revealed that, of the respondents with 
ess than 100 employees, less than 9 percent favored capital stock for any part 
of their financing needs.'! This reluctance of small-business owners to seek out- 
ide equity capital may result in their becoming overburdened wi.h debt and vul- 
nerable in cyclical downturns of business activity. Or, combined with some 
difficulty in obtaining external equity capital, it may lead them to substitute 
renewable short- and intermediate-term credit for the permanent equity capital 
which would help to strengthen their capacity to cope effectively with changing 
market conditions. 

* In this report, a small business is defined as a manufacturing concern with total assets of less than $1 
million or a trade, service, or other concern with assets of less than $250,000 rhis definition encompasses 
all but a very small proportion of the number of nonfinancial, nonfarm businesses, but well under one-half 


of total business assets and less than one-fifth of the value of business vutput. (Computed from N. H 
Jacoby and R, J. Saulnier, Business Finance and Banking, National Bureau of Economie Research, 1947 
ch, 1 
°W. L. Crum, Corporate Size and Earning Power, 1939 
J. M, Chapman, Financing Small Business, National Association of Manufacturers, 1950 
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The Industrial and Commercial Finance Corporation of England, the Indus- 
trial Development Bank of Canada, and the pro posed Small Business Act of 
1950 all recognized this basic problem of small-business financing by ten 
for both debt and equity capital in the proportions appropriate to the individua 
case 

This need for equity capital underscores the desirability of using private rather 
than Government funds in supplying additional financial aid to smaller businesses. 
In an economy such as ours, it is generally considered inappropriate for the 
Government to own shares in a private business concern and the funds it advances 
to business must therefore take the form of loans. 

Need for confor nance with competitive business principles 

Small-business lending, is, generally speaking, high-cost lending, since the 
amount of funds actually loaned or invested in any individual business is small 
in relation to the cost of conducting the necessary credit appraisal and servicing 
the lean, costs which would be increased still further by the provision of man- 
agerial and technical assistance. Nevertheless, a lender should expect to charge, 
and a small-business be rrower expect to pay, a price that bears some relation 
to the cost of funds involved. In addition, if the lender is obliged to seek addi- 
tional capital fro ym other sources, he must expect to pay the going rate for such 
funds in the money market. 

Experience, both in this country and abroad, has shown that a substantial 
amount of capital is an essential prerequisite for any lender who undertakes the 
financing of small business on a long-term debt or equity basis. In order to 
attract and to justify the use of investment funds for this purpose, a small- 
business financing intermediary should be prepared to pay the going rate for 
funds, and to provide for the recovering of such costs in lending to small busi- 
nesses. Unless sound principles of financing are observed, provision of long- 
term debt and equity capital to small bisiness may involve elements of subsidy 
which are ba:ically incompatible with the tenets of a competitive free-enter- 
prise economy. 

Mr. Martin. The study indicates that we think that, while there 
can be differences of opinion, short-term and intermediate capital 
needs of small business are being met. That points the problem. 
We question very seriously whether there is any general deficiency in 
the adequacy of short-term and intermediate credit for small business, 
although we realize that there might be some differences of opinion 
with respect to some areas. Therefore we approach this problem 
primarily from the standpoint of needs for long-term and equity 
capital on the part of small business. There I think we have to face 
the question of whether there is not an institutional gap in our capital 
markets. The question to be asked is why this gap exists, why the 
financial banking fraternity has not organized long ago to provide the 
needed facility. The answer, it is exc eedingly evident, is that partly 
because of tax problems and partly because of the regulations and the 
red tape that a small business has to go through to secure capital, 
costs are created that the private competitive system doesn’t seem to 
have been able to meet to date. Therefore, our thinking goes along 
the line of the approach of the Sparkman bill, 1913—not 1912—and 
of the Douglas-Flanders bill, 1907, and we are not accepting these bills 
as such but accepting rather their approach that the real need is for 
private capital institutions to operate in the field of providing long- 
term capital to small business. We think it would be much better 1! 
it were done on a private basis without Government assistance and 
that these institutions were operated strictly for profit. 

Going back to the points that Senator Robertson and Senator 
Sparkm: in ‘allude d to about the Board’s earlier position and its func- 
tion, the place where I dissented from the previous position taken by 
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the Board is that I don’t think the Federal Reserve Board as such or 
the directors of the Federal Reserve banks as such ought to have their 
primary responsibility, trusteeship for the money of the country, 
diffused if it is humanly possible to avoid it. I think it is too vital 
and too essential to the country and our way of life. Therefore, | 
would prefer, if you are going to have a chartering and a supervisory 
authority for privately organized capital banks—and I have not dis- 
cussed this with anybody, I am trying to give the committee the 
benefit of my thinking—that authority for capital institutions of this 
sort should be lodged with someone like the Securities and Exchange 
Commission, rather than the Federal Reserve Board. The Commis- 
sion is concerned primarily with the problems of regulating capital 
financing and the problems of the organized securities exchange, with 
which 1 was once quite familiar. 

In the other area, 1 would like, as far as possible, to see the Federal 
Reserve System, when it acts as a fiscal agent, as I earlier com- 
mented, act as an agent and not have that agency relationship dif- 
fused by the exercise of judgement as to credit responsibility and there- 
by enter—though only to a limited extent, I recognize—the field of 
credit judgments. I think that as a central bank the further we can 
keep the Reserve banks from diffusing their primary responsibility 
for trusteeship, the better off all of us will be in the long run. 

Senator Bricker. Of course the trouble in your capital money 
program, especially for small business, is largely a result of the 
Government tax program. 

Mr. Martin. I think that is one of the important points. I 
wouldn’t want to make a blanket assertion that that is so. I think 
that is one of the major points. 

Senator Bricker. I said largely. 

Mr. Martin. That is our position. 

The CHarrMan. We ought not to have thrown up to us later what 
is said at these committee meetings because we are all thinking out 
loud. Unfortunately, we make a statement in these committee 
meetings, thinking out loud, and later somebody uses it against us as 
something that was positive in our minds. That ought not to be. 

You lean more toward a separate corporation to guarantee loans 
than you do direct lending on the part of the Government? 

Mr. Martin. I do; and I would like that corporation to be organized 
by private individuals and be competing with other similar organiza- 
tions on a profit basis as any other private agency. 

The CuarrmMan. Are you thinking in terms of no capital from the 
Government, even to start it? 

Mr. Martin. I think that would be desirable, but I realize, for 
example, that under section 13 (b) in a time of emergency the Federal 
Reserve was given authority to make direct loans. I think our record 
has been rood there. 

The CuarrMan. We might take this money that the Federal Re- 
serve branches pay in each year that 1 was talking about before. 

Mr. Martin. 1 wouldn’t object 

The CuarrmMan. Which belongs to them, I presume. It is in the 
form of a franchise tax 
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Mr. Martin. I think that money belongs to the Treasury in the 
earnings sense. It is not all created by the banks. I don’t want to 
take Dr. Burgess’ funds over. 

Senator SPpARKMAN. That belongs to the Treasury for having under- 
written the Federal Reserve System; does it not? 

Mr. Martin. That is right. 

The CuHarrMan. If there is need for help to small business, par- 
ticularly for capital purposes, then it seems to me that the proper 
thing to do is to set up some sort of an gency or an organization simi- 
lar in principle to the Federal Deposit Insurance Corporation. I pre- 
sume you are thinking in those terms, too, and many of these bills are 
along that line. 

Mr. Martin. The approach that I take is along the lines of the 
bills that I mentioned earlier here with respect to filling that void. 

The CuarrMan. In other words, why does not the bank loan money 
to everyone who comes in and wants to borrow it? There are a num- 
ber of reasons. Number one is that many of the loans would not be 
justified, even for a governmental agency. 

Secondly, their financial condition does not warrant it because the 
bank, of course, must look after its depositors. The banks are 
limited in the amount that they can lend to any one borrower. 

Then you have the problem of the national bank ruling that it is 
a marginal loan so it must be taken out of the statement. There are 
many, many reasons why banks do not make loans. 

If there is need for some help to small business, then it would seem 
to me that it ought to be handled by the banks themselves under 
some sort of system so each bank participates or contributes to 
absorbing whatever losses occur during the year. 

I think that is your general feeling, too, is it not? 

Mr. Martin. That is my general feeling. 

The Cuarrman. I think that is the general feeling of Mr. Burgess 
and Mr. Cravens and certain of those who sponsored bills, like Senators 
Frear, Robertson, and others. 

Senator Payne. May I ask Mr. Martin if he is familiar with the 
Maine Development Credit Corp. which was set up in 1939 and 
which has since been established by other States, a medium by which 
risk capital is made available to participation by banks based upon 
a certain percentage of their surplus, earned surplus. While it is 
not large, it has definitely filled a gap in so-called risk capital fields 
that banks cannot touch. 

Are you familiar with that? 

Mr. Martin. Unfortunately I am not, Senator, but I might say 
on section 13 (b) that I wouldn’t object to seeing that authority 
repealed, taking the Federal Reserve out of the direct lending field. 
If there was some way that you could use those funds—I don’t like 
to suggest it—I think they could be used to help private capital get 
into this business on a competitive basis. Senator Frear had the 
idea. I don’t think he quite gets there with his proposal. But the 
incentive operation is the approach that we ought to take. 

Senator Frear. I was just waiting for your testimony, Mr. Martin, 
and I thought we would round it out with that. 

The CxHarrMan. The depositors of the banks are insured up to 
$10,000. A private company can buy credit insurance on his accounts 
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receivable. He can buy that from a private corporation. There 
does not seem to be any way that a lender can protect himself against 
so-called marginal loans. ‘That is the thing we are discussing today, 
and that is the problem, to see if we can come up with something that 
will maintain the private enterprise system and that will not put 
the Government in business, but still within the framework of our 
private enterprise system will be helpful. I think we have made a 
fairly good start here this morning. At least it has been a good frank 
discussion. 

Senator SPARKMAN. How much money was provided under that 
section 13 (b)? 

Mr. Martin. There is $27 million there now. If it were repealed 
today, there would be $27% million. 

Senator SPARKMAN. That would revert to the Treasury? 

Mr. Martin That is right. 

Senator SpPARKMAN. You say that might be used to provide incentive 
for private enterprise. 

Do you mean that much could be used for underwriting the original 
establishment with the provision that the stock would be retired as 
private investments came into it? 

Mr. Martin. Well, I have struggled with that problem of just how 
you would do it, but the only sort of thinking I have considered—and | 
have discussed this with some of our associates—is that if $1 of that 
could be put up with $3 or $4 of private funds. The private interest 
would be the largest. Another point, these capital institutions that 
you have got in your bill, in order to be effective, I think, should not 
be oriented necessarily to any one area of the country. They might 
specialize in one, but they should be set up as competitive institutions 
out trying to get the business on a competitive basis where the 
business is. 

The CuHatrMan. I presume it could be said that every successful 
company in the United States today at one time, when they were 
originally started, would have been a marginal loan. At some time 
or other during their lifetimes, they found themselves in a position 
where they would be considered as marginal loan risks. I think it has 
been the history of our country that most of our successful institutions 
today, when they started, were possibly considered marginal risks as 
far as loaning money was concerned. As they progressed through their 
history, the time came when some of them got into trouble and many 
of them went bankrupt. It is pretty hard to say when a concern is a 
marginal risk. Some of the best concerns today were at one time 
marginal risks and some of the best concerns today went through what 
we call the wringer. 

They were reorganized. Some of them went bankrupt and went 
out of business. 1 think there is something that can be done here, and 
frankly I am hopeful that we don’t move too fast on it, that we give 
it plenty of study and time and that we eventually come up with 
something, but not in too big a hurry. Let us do ié right. 

Mr. Martin. I want to make it very clear that I haven’t got the 
answer. 

The Cuarrman. I do not think any of us has it, but we are certainly 
thinking of it, and I think we ought to stay on it until we get it. 
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I am a great believer that if you think about a thing long enough, 
and intelligently enough, you will finally find the answer. 

Are there any questions, gentlemen? 

I feel quite certain that we will want you gentlemen to come back 
a little later as we get int» this whole problem. 

We will now stand in recess until 10 o’clock tomorrow morning, at 
which time we will have as witnesses Secretary Humphrey, Mr. 
Elliott of GSA, and Assistant Secretary of Commerce Sheaffer. 

Thank you. 

(Whereupon, at 11:10 a. m., the committee recessed until 10 a. m., 
Thursday, May 21, 1953.) 
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THURSDAY, MAY 21, 1953 


UNITED STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Wash ington, Re a). 

The committee met, pursuant to notice, at 10:10 a. m. in room 301, 
Senate Office Building, Senator Homer E. Capehart, chairman, 
presiding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Payne, Gold- 
water, Maybank, Robertson, Sparkman, Frear, Douglas, and Lehman. 

The CHarRMAN. The committee will come to order. 

Our first witness this morning will be Mr. Humphrey, the Secretary 
of the Treasury. The subject matter of this hearing is some 7 or 8 
bills, one of which is to completely eliminate the Reconstruction 
Finance Corporation, and the others to set up new ways and means 
for loaning money to small business. 

[ think there are 8 such pieces of legislation before us. We placed 
them in the record as of yesterday, so, anyone who is reading the record 
will know exactly what legislation we are dealing with. 

Before Secretary Humphrey begins, without objection we will 
insert in the record the reports of the Treasury Department on the 
various bills before us. 

(The reports referred to follow:) 


TREASURY DEPARTMENT 
Washington, D. C., May 19, 1958 
Hon. Homer FL. Carenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CuarrMan: Further reference is made to your request for the 
views of the Treasury Department on 8. 892, to dissolve the Reconstructior 
Finance Corporation and transfer certain of its functions relating to national 
defense to other agencies of the Government, and for other purposes 

It is my belief that the lending agencies, including the Reconstruction Finance 
Corporation, offer one of the greatest opportunities for the reduetion of Govern 
ment expenditures. 

It appears to me that, under the law as it stands, the Administrator of the 
Reeonstruction Finance Corporation and the Loan Poliey Board, of whieh the 
Secretary of the Treasury is a member, have an existing obligation to begin at 
onee the reduction and simplification of the activities of the Corporation, and 
this we are already doing. 

The Treasury Department has no objection to an earlier termination of the 
ending authority of this ageney and a corresponding speeding up of the liquidation 
process. I believe, however, that the provisions of 8S. 892 with respect to renewal 
or extension of existing loans mey be slightly too rigid, especially if this contem 
plates mandatory foreclosure of all loans without any discretion to allow a period 
of grace in accordance with good business principles 

I question also whether the present authority of the President with respect to 
the rubber, tin, and abaca programs should be limited by the provisions im the 
bill which would require that the programs be turned over to the Seeretary of 
Commerce. 
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I believe that when the lending obligations of the Reconstruction Finance 
Corporation are terminated an appropriate Government agency should be created 
that could make small loans, and thus provide a safety valve for credit for small 
businesses that cannot be taken care of in the normal channels. I would suggest 
a limit of $100,000 on any single loan. 8S. 1523, which is also before your com- 
mittee, would appear to authorize an acceptable procedure for this purpose. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
G. M. Humpurey, 
Secretary of the Treasury. 


TREASURY DEPARTMENT, 
Washington, D. C., May 19, 1958. 
Hon. Homer E. CapEeuart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Mr. CuHarrman: Further reference is made to your request for the 
views of the Treasury Department on 8. 1523, a bill to create the Small Business 
Administration and to preserve small-business institutions and free competitive 
enterprise. 

The Treasury Department’s chief interest in the bill is in the provisions dealing 
with loans to small businesses. The bill would establish an independent agency, 
called the Small Business Administration, headed by an Administrator under the 
general direction and supervision of the President. Under general policies pre- 
scribed by a Small Business Loan Policy Board, to be composed of the Secretaries 
of the Treasury and Commerce and the Administrator, the Administration would 
be authorized to make loans and to participate in the making of loans to small 
business. No loan could exceed $100,000 or a period of 10 years. Participation 
would be limited to 70 percent of the loan where the amount borrowed was 
$100,000 or less, and to 60 percent in case of loans in excess of that amount. 
A revolving fund of $150 million, to be financed by appropriated funds, would be 
authorized for use in the making of loans and for the other purposes of the bill. 

The Treasury Department favors this general method of providing small 
businesses with credit not obtainable through normal channels. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee, 

Very truly yours, 
G. M. Humpurey, 
Secretary of the Treasury. 


TREASURY DEPARTMENT, 
Washington, D. C., May 19, 1958. 
Hon. Homer E. CApEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Mr. CuHarrMan: Further reference is made to your request for the 
views of the Treasury Department on 8. 1559, a bill to amend section 13b of the 
Federal Reserve Act, and for other purposes. 

The bill would replace the present section 13b authority of Federal Reserve 
banks to make industrial loans with authority to guarantee or purchase loans made 
by banks to business enterprises. Guaranties could not exceed 90 percent of loans 
under $100,000 and 50 percent of loans in excess of that amount and could not 
be made after June 30, 1958. Assistance could be given only if not available on 
reasonable terms from usual sources. The Federal Reserve banks would be 
required to repay to the Treasury the amounts previously advanced for industrial 
loans and such amounts and the remaining balance of funds set aside in the 
Treasury would be covered into miscellaneous receipts. 

The Department believes that the method of providing small business with 
credit not obtainable through normal channels authorized by 8. 1523, which is 
also before your committee, is preferable to the method which 8. 1559 would 
authorize. In the event the method which S. 1523 would provide is adopted, 
however, your committee will doubtless wish to consider also those provisions of 
8S. 1559 which would provide for return to the Treasury of funds made available 
for industrial loans through Federal Reserve banks, 
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The Department hasbeen advised by the Bureau of the Budget that there would 
be no objection to the presentation of this report to your committee, and that it 
concurs in the recommendations against enactment of the proposed new authority 
for loan guaranties by the Federal Reserve banks, and—assuming adequate small- 
business lending authority is available elsewhere—is in favor of requiring the 
Federal Reserve banks to return to the Treasury the funds now available for 
industrial loans. 

Very truly yours, 
G. M. Humpurey, 
Secretary of the Treasury. 


TREASURY DEPARTMENT, 
Washington, D. C., May 19, 1958. 
Hon. Homer E. Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CuHarrMAN: Reference is made to your request of April 29, 1953, 
for the views of the Treasury Department on 8. 1771, a bill to authorize creation 
of small-business insurance and investment corporations. 

The bill contemplates the organizing under State laws of corporations whose 
primary function would be the granting of financial assistance to small-business 
concerns. When approved by the Secretary of the Treasury, these corporations 
would be authorized to borrow funds from the Treasury and, in turn, make loans 
to small-business concerns. The corporations could, with the approval of the 
Secretary of the Treasury, issue bonds which would be fully guaranteed by the 
United States. Each of the corporations would be exempt from Federal income 
tax on 10 percent of its net income. 

The Department believes that the method of providing small business with 
credit not obtainable through normal channels authorized by 8. 1523, which is 
also before your committee, is preferable to the method which 8S. 1771 would 
authorize. In the event your committee gives serious consideration to 8. 1771, 
however, the Department would appreciate an opportunity to comment upon 
several of the provisions in detail. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee. 

Very truly yours, 
G. M. HumpHrey, 
Secretary of the Treasury. 


TREASURY DEPARTMENT, 
Washington, D. C., May 19, 1958. 
Hon. Homer E, CapreHart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CuHarrMANn: Reference is made to your letter of May 16, 1953, 
requesting the views of this Department on 8. 1907, a bill to establish corporations 
to assist financial institutions in making credit available to commercial and indus- 
trial enterprises and to provide capital for such enterprises. 

The bill would permit the establishment of not to exceed 36 capital banking 
corporations, the articles of incorporation of which would be subject to the approval 
of the Board of Governors of the Federal Reserve System. Each of the corpora- 
tions would be required to have paid-in capital and surplus of not less that $5 
million. Federal Reserve banks and member banks would be permitted to invest 
in the corporations within prescribed limits. To provide additional capital, 
the corporations could issue debentures or bonds. The corporations would have 
power to make loans to or buy the obligations of small businesses and the power 
to purchase and resell equity securities of small businesses. 

The Treasury Department believes that the method of providing small business 
with credit not obtainable through normal channels authorized by S. 1523, which 
is also before your committee, is preferable to the method which 8. 1907 would 
authorize. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee. 

Very truly yours, : 
G. M. HumpHrey, 
Secretary of the Treasury. 
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TREASURY DEPARTMENT, 
Washington, D. C., May 19, 1968. 
Hon. Homer E. CapeHart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Mr. CuHarrMan: Reference is made to your letter of May 18, 1953, 
requesting the views of this Department on 8. 1912, a bill to make credit more 
readily available for financing small business and thus to promote, foster, and de- 
velop the domestic and foreign commerce of the United States, and for other 
purposes 


The bill would provide for the establishment by the Federal Reserve Board of 


a program for insuring loans by private banks to small businesses. Under the 
bill the Board would insure 90 percent of any loan or group of loans to a borrower 
up to a limit of $250,000. The maximum term would be for 5 years. A premium 


of 1% pereent would be charged to cover the risks involved and to make the pro- 
gram self-supporting. 

The Treasury Department believes that the method of providing small busines 
with credit not obtainable through normal channels authorized by 8S. 1523, whic! 
is also before vour committee, is preferable to the method which 8. 1912 would 
authorize. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours 
G. M. Humpurey, 
Secretary of the Treasury. 


TREASURY DEPARTMENT, 
Washington, D. C., May 19, 1953. 
Hon. Homer E. CaPpEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Mr. CuHarrRMAN: Reference is made to your letter of May 18, 1953, 
requesting the views of this Department on S. 1913, a bill ‘‘to make capita 
more readily available for financing small business and thus to promote, foster, 
and develop the domestic and foreign commerce of the United States, and for other 
purposes 

The bill would permit the establishment of not to exceed 36 capital banking 
corporations, the articles of incorporation of which would be subject to the 
approval of the Board of Governors of the Federal Reserve System. Each of the 
corporations would be required to have paid-in capital and surplus of not less than 
$5 million. Federal Reserve banks and member banks would be permitted 
invest in the corporations within prescribed limits. To provide additional 
capital, the corporations could issue debentures or bonds. The corporations 
would have power to make loans to or buy the obligations of small businesses 
and the power to purchase and resell equity securities of small businesses. 

The Treasury Department believes that the method of providing small business 
with credit not obtainable through normal channels authorized by 8. 1523, which 
is also before your committee, is preferable to the method which 8S. 1913 would 
authorize. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
G. M. Humpurey, 
Secretary of the Treasury 


TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington 25, May 27, 1953 


Hon. Homer E. Caprnarrt, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 
My Dear Mr. °CnHatrman: Referring to your letter of May 18, 1953, whict 
requests my opinion as to the merits of 5. 1913, you are advised that the Secretar 
f May 19, 1953, transmitted to you an opinion that 
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S. 1523, which is also before your committee, is preferable to the method which 8 
1913 would authorize. I have no views to present which would be at variane« 
with those of the Secretary. 
It is regretted that my absence from the city for a few days has prevented 
prompt reply to your letter. 
Sincerely yours, 
Ray M. GIpNeEy, 


Compt oller of the Currency 


The Cuarrman. Mr. Humphrey, do you have a statement? 

Secretary Humpnurey. | do not have a statement. 

The CHarrMANn. You may proceed in your own way and give us 
the benefit of your best judgment and thoughts and ideas on this 
subject. 


STATEMENT OF GEORGE M. HUMPHREY, SECRETARY, 
DEPARTMENT OF THE TREASURY 


Secretary Humpurey. As you know, we have discussed this matter 
of these various bills many times and have gone over them at length. 

We are, insofar as the Treasury is concerned, prepared and desirous 
of carrying out the wishes of Congress in however they decide is the 
way to handle this entire situation. 

With respect to the RFC, we are attempting, insofar as we are 
represented on the policy committee, to carry out the law as it is now 
provided, which provides for the expiration of the RFC in June of 
1954. And our policy recommendations are all designed to that end, 
to gradually reduce the loaning power of the RFC. 

The Cuarrman. In other words, you are taking the necessary 
steps now in following the law to liquidate the RFC on June 30, 1954, 
at which time the law expires? 

Secretary Humpurey. That is correct. We are carrying out the 
law exactly as it is on the books. 

Now, if it is the desire of Congress to expedite that, we will accomo- 
date ourselves to it. 

The CuHarrman. In other words, if the Congress, through the 
syvrd bill or some other legislation, wants to repeal the law sooner 

Secretary Humpurey. We will be ready to carry it out, and we 
will accommodate ourselves to it, and be in the position to carry out 
your wishes very promptly. 

The CuarrMan. Do you have any recommendations as to whether 
it would be better to permit the RFC to continue beyond June 30, 
to continue up to June 30, or be eliminated at the moment? 

Secretary Humpurey. Well, frankly, I think that it is desirable 
to eliminate the RFC. 

The CHarRMAN. Immediately? 

Secretary Humpnrey. I do not think it makes a great deal of 
difference. I think if you are going to do something, perhaps it is 
better to do it sooner than later. But all we are talking about, in 
any event, is the difference of a few months, and I do not think that 
is & serious matter. 

[ certainly would be very glad to terminate it earlier if that should 
be the desire. 

The CuarrMan. Do you feel it ought to be terminated without a 
new agency or corporation being set up to loan money to small 
businesses? 
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Secretary Humpurey. I personally think in theory there should 
be no difference between lending money to a large business or lending 
money to a small business. In theory, small business should get its 
money from banks and lending institutions. I cannot quarrel with 
the theory of the American Bankers’ Association’s representatives 
who appeared before you. But, in practice, in just good common 
sense, I think, there should be some additional body arranged to 
assist small business, and I think that when the RFC goes out some 
other suitable arrangement should be in force to attempt to help 
small business. 

The CuarrmMan. Your position is that RFC ought to go out, 
whether it goes out June 30 or sooner, but when it does, Congress 
ought to create a new agency to help small business? 

Secretary HumPHREY. That is right, and that ought to be ready 
to function at the time the other ends. 

The Cuarrman. Do you have any suggestions as to the kind of 
agency you think would best serve small business? 

Secretary Humpurey. Well, there are several bills before you on 
that subject. 

Of course, from the point of view of the Treasury, I do not want 
to get into a lot of the details of the bills with respect to all sorts of 
activity. 

The CHarrman. I thought you might give us your ideas, generally. 

Secretary Humpurey. With respect, Senator, to the lending of 
money, | am very anxious to try to have a uniform policy and a 
coordinated policy of lending our Government’s money, and for that 
reason I do not think that we should have a lot of independent agencies 
operating entirely without coordination, lending our Government’s 
funds. I think all lending activities of the Government should be 
coordinated through the Treasury. 

Now, I do not mean the Treasury should do it all, but it should all 
coordinate through the Treasury. 

For that reason, I recommend that any lending power that is given 
in any of these bills should provide that the loaning policy of the 
small business entity, whatever it may be, is controlled through the 
Secretary of Commerce and the Secretary of the Treasury. So long 
as the Secretary of the Treasury, with the Secretary of Commerce, 
and the administrator of the agency can adopt the policy and see 
that the loaning policy of that organization is coordinated with all 
other loaning policies of the Government, that is the thing that the 
Treasury is most interested in. 

Senator Paynge. Mr. Chairman, I would like to ask the Secretary 
a question. 

The CuarrmMan. Yes, Senator Payne. 

Senator Payne. Mr. Secretary, there are at the present time a num- 
ber of lending agencies in the Government, are there not? 

Secretary Humpurey. There are. 

Senator Payne. I would like to ask whether or not you do not think 
that it might be advisable, rather than to get into another patchwork 
system, on setting up another agency to replace an existing agency, if 
perhaps adequate time should not be taken to review the status of all 
lending agencies, which are operating presently under the Government, 
to see if a composite bill could not be brought into being, which would 
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consolidate those agencies in one body and give more efficient and 
economical operation. 

Secretary Humpurey. Well, that is a very broad question, and 
would take a lot of study to answer. 

Just offhand, I can give you two or three thoughts, that you might 
have in your mind. These le nding agencies have to do not only with 
domestic lending, but foreign le nding. And, as a matter of fact, right 
at the moment, through changes in personnel and through proposed 
reorganization procedures, the’ Treasury is pretty well represented on 
practically all of the lending agencies today. At least we are in a 
position where we are cooperating very closely with them, so that the 
control of lending, the policy of lending, in this Government today, is 
pretty well in hand. 

Senator Paynr. Except that you have an administrative body 
here, another administrative body here, another administrative body 
here, all performing a lending function, in which other personnel are 
involved, and yet the basic principle comes down to a loaning policy. 

Secretary Humpnrey. That is correct, and yet, when you come to 
think about the activities, let us say, of the Export- Import Bank, with 
the activities of a small-business lending agency, the activities of ‘those 
two are so far removed, and the sphere of action physically, geographi- 
cally, and the kind of loans you would make and the kind of knowledge 
you would require of your loaning officers and all are so difterent. It 
would be pretty difficult to have in one organization both an Export- 
Import Bank lending agency and a small- ‘business lending agency. 

Now, you might have them in a single entity, but even if you did, 
you would have to have them in two departments, which would be 
almost the same as you have today. 

It is a thought you could well pursue, but I think you would find 
that the. lending—we have inherited a mass of lending activities of 
this Government that are so widespread and under such varied com- 
mercial conditions and geographical locations, I do not see how you 
would gain anything, frankly, by putting the Export-Import Bank 
and small business both in one organization. 

Senator Payne. Let me ask one more question. 

During the course of the discussion yesterday with Mr. Cravens, 
the present Administrator of the RFC, in the recommendations that 
he made with regard to a policy that should be followed in the future, 
he did indicate that, if I remember correctly, possibly another 
agency should be established. But he outlined certain specific things 
that the RFC is presently doing, and he says is doing rather well, 
but should be continued under another agency. 

Of course, that raises in my mind the question that if that is so, 
and those functions are being carried out, and there are certain 
changes that seem to be desirable, why throw out an agency? Why 
create another agency to do the identical thing? Why not strengthen 
the agency that is now existent and make it possible for them to do 
an even better and more efficient job? 

Secretary Humpurey. | think the answer to that is really a psy- 
chological matter, and it is a matter of preference of Congress, to a 
large extent. Instead of strengthening the RFC, what you would 
do is cut it down. 

A perfectly feasible way of doing this, if you preferred to, would be 
just to cut it down to a small business and let it continue. 
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Now, the objection to that is not the Treasury’s objection, because 
we do not care what means you use to accomplish you purpose. We 
are interested in the final result. We will adopt ourselves to anything 
that you gentlemen decide is the way you want it. But the objection 
that is made to that suggestion, which has been made previously, is 
this, that the RFC has a large organization which is now being reduced. 
It has a lot of old business that has to be wound up, that is entirely 
a different kind of business than small-business loans. But it is better, 
from the poimt of view of actually winding it up, if that is what you 
seek to do, to wind that up and start a new one, than it is to have this 
one continue on and on and on. You would not get as effective a 
a liquidation and you would not have as effective a new organization 
on the small side. 

Now, just very frankly if Congress decides that they-want to cut 
the RFC down and make it a small-business enterprise and eliminate 
all of the other activities, I will tell you that we will do it, and we will 
liquidate it, if that is what the law is. We will see that it is done. 

On the other hand, we can just as well, because of the fact that the 
RFC is involved in a lot of bygone scandals and has had some problems, 
wash that one out and start with a clean one. 

The Cuarrman. Mr. Secretary, is it your position that by washing 
the RFC out and setting up a new agency that we would be better 
able to serve sms all business in a new agency, rather than trying to 
revamp the RFC? Is that your thought? 

Secretary Humpnrey. I think it may be a little easier, Senator, to 
start with a brand new fresh one for a purpose that is clean and all 
set for that purpose, than wind up the other one. 

The Crarrman. In other words, you could better serve small 
business by doing it that ws 

Secretary Humpurey. | think we could, although we can do it 
either way. 

Senator Futsprieut. Mr. Secretary, why do you think this is an 
improvement?- Do you consider that the present RFC is mismanaged 
and a corrupt organization? 

Secretary Humpurey. No; I do not. 

Senator Fuutsriaur. Is it not a fact that, generally speaking, it is 
considered that all of its ills, or most of them, have been remedied? 

Secretary Humpnrey. We hope they have been, Senator. 

Senator Fu.tsrieut. Do you have any reason to believe they 
have not? 

Secretary Humpnrey. No; I do not. 

Senator FuLpricurt. Is it a reason, as you said, because it has had 
scandals and past problems? Do you think that is a good reason to 
abolish? Would you apply that to Internal Revenue, in your own 
Department? I think that has been just as scand: slous, if not more 
so, than the RFC, has it not? 

Senator Humpurey. Well, I do not know. 

Senator Futsricut. I mean, is that a good reason, the fact that 
there may have been some mismanagement in the past, when no one 
alleges there is anything seriously wrong with it now? 

Secretary Humpurey. Senator, I think you are missing this point. 
The real function of the RFC was not to make small-business loans. 
Its real function was to make loans under entirely different circum- 





' 


teen 





stan 
this 
N. 
have 
The 
job. 
say 
Si 
reall 
willi 


Loot 
Ne! 
S 
boo 


hap 
tha 
S 
will 
< 


opr 

£ 
act 
the 

= 
vid 

s 
Tre 
you 
We 
tha 
mit 
the 
vet 

‘ 

y 
Aft 
pu 
im 
wo 
effi 
it. 


ecause 

We 
vthing 
ection 
sly, is 
luced., 
itirely 
etter, 
it you 
ve this 
tive a 


zation 


to cul 
ninate 
ve will 
me, 

at the 
lems, 


ishing 
better 


ng to 


or, to 


nd all 
small 
do it 
is an 
naged 
, it is 
died? 
they 
s had 
on to 


* own 
more 


that 


oO one 


int. 
oans. 
‘cum- 


GOVERNMENT LENDING AGENCIES 117 


stances, and large loans. Its small-loan business is just an adjunct to 
this other business. 

Now, it has a lot of loans that have to be liquidated, big loans that 
have to be liquidated. It has properties that have to be disposed of. 
The big bulk of RFC is a liquidating job and should be a liquidating 
job. The small business of RFC is a relatively small thing. Now, I 
say we can carry it on, if that is the way you want it. 

Senator Futsricut. What I am getting at is what reasons do you 
really have to abolish the RFC? As I understand it, you are quite 
willing to have a small-business lending authority in the Government. 

Secretary Humeurey. That is right. 

Senator Futsriaut., Is it your contention that the RFC has been 
an extravagant and wasteful organization? 

Secretary Humpurey. | think it has been in the past. 

Senator Futsrientr. You do? 

Secretary Humpurey. Yes. 

Senator Futsricur. Has it cost the taxpayers anything? 

Secretary Humpurey. I think it is going to cost the taxpayers a 
good deal of money. 

Senator Futsricut. I say has it up to now? 

Secretary Humpurey. Well, it all depends on how you keep your 
books. 

Senator Futsriaut. Do you think that it has? 

Secretary Humpurey. Yes, | think it will cost: 

Senator Fu.tsprieutr. Not “will.’”’ Nobody knows what is going to 
happen under the new administration. Up to now, do you allege 
that it has cost the taxpayers anything? 

Secretary Humpnrey. | think, Senator, if you estimate it, you 
will find the RFC has cost you money, particularly- 

Senator Futsricut. You are not willing to say it has, in your 
opinion? 

Secretary Humpurey. Well, I cannot say it, because I have not 
actually figured it out. But, if you allow interest at what it costs for 
the money that RFC used and loaned out, and if 

Senator Futsprieutr. You know under the law that was not pro- 
\ icled. 

Secretary Humpurey. I know, but that is just part of it. When the 
Treasury has to pay interest out to the public for a lot of money here, 
you cannot say you are making money. 

Senator Futsricut. I know. Our committee reported on that. 
We understand that is applied to other activities in the Government, 
that it was not unique to the RFC. It was a policy which this com- 
mittee changed, not only in RFC, but in other activities. [ mean in 
the FDIC, for example, and many others. We changed that 2 or 3 
vears ago. 

Secretary Humpwrey. That is right. 

Senator Futericnr. All I am trying to say is I do not understand. 
\fter all, the RFC was created by a Republican regime for specific 
purposes. It is one of the agencies whose practices [ am under the 
impression have been remedied, partly as a result of this committee’s 
work. Its mistakes were brought out and I think there was a very 
efficient job done in rectifying them. And now you want to abelish 
it. It is certainly discouraging to any committee that wants to do a 
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good job, to try to clean up and put on its feet any agency. If this is 
done, I certainly have no further interest in trying to help any agency, 
because when you help it, and everybody admits you did a good job, 
the next thing you say is abolish it, for no reason. 

You have not given any reason that appeals to me. In fact, do 
you not propose to recreate in another name some new agency? 

Secretary Humpnrey. Senator, the law that you gentlemen have 
passed terminates the RFC in 12 or 14 months. 

Now, I do not care, as I started out saying, whether you let it go 
14 months or stop it in 4 months. It does not make a bit of differ- 
ence. We will handle it either way. If that law stays in and RFC 
terminates in 14 months, I think, in my opinion, you should have 
some means for doing something for smail business. 

Senator Futsricut. That is my whole point. If you come in 
and say that this whole operation should be abolished, now that I 
can well understand. What I do not understand is the view to let 
us abolish the RFC, but let us create something to do exactly what 
we are abolishing. 

That is exactly the view, as I read Mr. Burgess’ statement. You 
are not going to abolish many of these activities; you are transferring 
them, one way or the other. I am not interested in what you are 
doing with the tin program or the rubber program. That is a differ- 
ent policy. The original issue is this lending to small business and 
the disaster loans. If you say, ‘“Let’s abolish them,” I can under- 
stand that as a logical policy. But wean you say, “Let’s abolish 
RFC and start over on a new agency,” I do not understand that 
at all. 

Secretary Humpnrey. I just got through saying that we do not 
care a bit whether you carry on the small business loans with RFC 
or if you have a new one. You can suit yourselves. 

Now, whether we carry on small loans, and you cut down and use 
the RFC as the basis for small loans thereafter, or whether you have 
a new one, that is up to you. We will take it either way. 

Senator Futsricur. We want guidance from you. Do you think 
there should be an agency for small loans? 

Secretary Humpurey. I do. 

Senator Futsricur. Then, the next point is—and this is where I 
leave you—I do not understand why you do not recommend it be 
carried on in the RFC, cut down to size, as you said, and you are 
cutting it down to size, according to everything I read. So why 
is that not the logical thing to do? 

Senator Bennerr. Mr. Secretary, may I get into this discussion 
for a minute? 

It seems to me the situation is much like this. Here is a business 
that has been operating in a very large building. Take the Willow 
Run building, for example. And then, for a variety of reasons, it 
reduces its operation to a fraction of what the original operation was. 
If the business is left with the overhead, even though much of the 
building is closed up, you still have the remains of the old burden 
that could be carried by the original, very large business. If you 
try to operate the small business in a corner of the old building, there 
are a lot of inconveniences and difficulties. You would be much 
be a off, I think, if you could dispose of the old building and provide 
a new one, built to fit the little business you are going to operate. 
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Is that a fair comparison? 

Secretary Humpnrey. Senator Fulbright, the Senator said it a lot 
better than I could. That is a fact, and that is exactly my feeling 
about it. We will do it in the big building, and can do it in the big 
building. 

Senator Futsricut. What big building? Why do you not move 
out? 

Secretary Humpurey. We would rather do it in the little build- 
ing. But we will do it either way. 

Senator Fu.tsricut. Now, about these loans. If you are going 
to carry it on, as you know, the figures are 93 percent, and all of the 
loans are less than $100,000. Now, I think the biggest loan in there 
is the B. & O. loan. There used to be a lot of talk about it being a 
bad loan. I do not think anybody considers it now as a bad loan. 
It could be liquidated tomorrow. The only reason you do not liqui- 
date it is because you are making money on it. It is carrying 4 
percent and it is well secured, about 2 to 1. If the RFC wants to 
liquidate it, it can get a premium on that loan, on the market. It is 
the largest single loan left. 

If you start with your capital structure now, you do not cause any 
further increase in Government expenditures. ‘The surplus, I think, 
is $250 million, and $100 million capital, and they have returned to 
the Treasury various substantial amounts. 

Of course, I do not agree it is costing any money. It is one of the 
few Government agencies that has not cost the taxpayers money. 
All you are saying is if it does not liquidate properly and does not 
pay out according to the reserves on the books, it will cause a loss, 
but the books show a profit. 

Secretary HuMPHREY. That is right. 

Senator Fu.srieut. So, if it is liquidated on the market, it is 
very likely to pay off. It is true that in a depression it could cause 
very big losses. I would not argue with you on that. But, the 
B. & O. loan is a good example. Right now all the B. & O. securities 
are very strong, and I have no doubt that could be refinanced or sold, 
if you want to do that, and certainly with no loss, and probably a 
profit. 

Senator Payne. Will the Senator yield 

Senator Fu.sricut. I have just one more thing. 

This analogy of a building does not apply to an organization. You 
are already given notification of the closing of the Little Rock office. 
You do not have to stay in the building. T hey are cutting it down 
to nothing. We expected that, and we have no objections to putting 
in Republicans in place of Democrats. We expected that too. But 
[ do not see the necessity of destroying an organization which has 
had an excellent record, compared to most Government agencies. | 
just do not see it. 

I do not care about your removing people. I understand your 
new man is a good man. I think it is a very wasteful thing to do. 
There is a lot of experience among these people, and I honestly do 
not see it, if you say you are going to continue on Government loaning. 
If you are not, I can understand the logic of that. 

Secretary Humpnrey. I think it is just a matter of here you have 
had a business which, say, nine-tenths of it or something has been on 
one basis, and now you are going to carry on one-tenth of it. 
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Senator Futsrienr. And very successfully, 

Secretary Humpurey. And, is it better to start a new little organ- 
ization to carry on that one-tenth, or is it better to shrink the nine- 
tenths down to one-tenth? 

Now, that is up to you. I think everybody can have a preference, 
and I really do not think it makes as much difference as we have spent 
time talking about it, to tell you the truth. 

Senator Fu_sricur. I do not either, But if you give a persuasive 
reason for this, 1 would be interested. If you do not have any- 

Secretary Humpurey. I have no more persuasive reason than ] 
think if you talk to people who tried to shrink down business organ- 
izations—I have had to do it a number of times myself, and there is 
nothing that is as advantageous, even in shrinking a business that is 
going to continue with the whole business, when you have to cut 
expenses and cut down, or move your office or change your building 
or change things around. You have got a new atmosphere, and you 
have a new situation and you can fit into that new atmosphere and 
new situation with changed conditions. It is perhaps a psychological 
matter. But it operates to the advantage of the organization, and 
you have quicker and better efficiency out of an organization, | 
believe, when you want it very substantially shrunk, to do it in a new 
atmosphe re than try to shrink down the old one. 

The CHArrRMAN. Senator Bush has some questions. 

Senator Busu. Mr. Chairman, I hope I am not repeating something. 
I am sorry I could not be here when the Secretary started. 

But the question I want to raise here is: Wherein does the national 
interest lie in whatever we do in connection with aid of a financial 
nature to business, or small business? By that I mean that when the 
RFC was started it was certainly in the national interest. We were 
in a panic, we were in a terrible situation, such that the private re- 
sources of the financial world could not cope with the situation. The 
RFC was set up and did a very good job for a long time. Certainly 
up until World War II I do not think there was very much valid criti- 
cism of the RFC, but a good deal of approval, of the way it was 
handled. 

Then, during the war the Government imposed certain burdens on 
business, and again the private organization was not able to cope 
with such a tremendous situation, so the V-loan program was set up, 
and the national interest was served by that. 

Then, I think we had this small defense plant agency which was to 
bring smaller companies into the defense effort, that did not have the 
capital to make the additions to their plants and finance the big con- 
tracts, and the national interest was served by bringing aid to them 
of a financial nature. And so on. 

Now, I can see justification for the Federal Government partici- 
pating in all those instances, and of the FDIC, if you will, standing 
back of these issues, lending aid in an affirmative way to these small 
businesses. 

What I would like to know is where do we go now and how is the 
national interest to be served now? If you can relate it to helping 
these people in the defense effort, yes. I can see where many compan- 
ies have rendered valuable aid to the defense effort, and they could not 
have done it without Federal assistance of a financial nature. 
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But, in reading the testimony yesterday, it was not clear to me 
where there was any justification of a continuing activity by the Fed- 
eral Government in the lending business to small business, if you will, 
from the national interest point of view. I would like to ask the Secre- 
tary if he would comment on that. 

Secretary Humpurey. | would be glad to. 

We are getting into a very delicate and a very narrow field, and a 
very narrow balance between perhaps helping one and hurting another 
of the competitors. 

[ said, I think before you came in, that as a matter of pure theory, 
just as pure theory, it is pretty hard to see why the Federal Govern- 
ment should lend its financial aid to one fellow and not to another. 
There are many, many small businesses now in existence that are oper- 
ating without Federal aid, and for a new man to come in and get some 
Federal aid and go into competition with them, in pure theory, you 
are getting on very dangerous ground. 

Now, from a practical point of view, I said I thought something of 
this kind was a desirable thing to have at this time, and for this reason 
the amount of Government spending which has required the taking of 
so much money through the taxation system, has pretty well drained 
down in this country, to a very low level, risk capital. 

Now, a certain amount of risk capital is required to promote small 
business and to start new enterprise. | am not in favor of having the 
Government form a pool of risk capital and pass out risk capital to 
people, because | think while you might help one, you will destroy or 
unfairly compete with everybody else who is in business with their 
own money, in risk capital. 

More than that, | think that there is no spur to efficiency like 
having a man spend his own money. You do not, and you cannot 
get, by and large, the same degree of efficiency, activity, endeavor, 
ingenuity, and all the things that go to make a business a success, by 
giving some fellow Government money, as compared to a man with his 
own. 

So, I am not in favor of having the Government form a pool of risk 
capital and turning that out. | think it would be unfair and really 
would not get the results you are after, and it would be very unfair 
to competing business. But I think there is what you might call a 
twilight zone here that is occasioned by reason of the fact that 
the Government has, of necessity, during this period, and will of neces- 
sity have to continue, because with our tremendous debts and our 
obligations throughout the world and all that, we are going to have 
high taxes for a long time in this country. They may not be as high 
as they are now, and I am absolutely sure in my own mind that they 
should not be as high as they are now, but they are still going to be 
high. 

Now, I think the Government’s interests can be served and that the 
banking interests can be served, and that you can stimulate small 
business and stimulate new enterprise in America by, in this twilight 
zone, having a loan available to a man who puts his own risk capital 
into a business, but it is not quite enough to take care of his growth, 
and yet, he needs more money in his business than a sound banking 
loan will give him. So that you have an additional loan, if you please, 
behind the sound banking loan. 
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Now, if your banking business is to supply all of that money, it 
means you have got to stretch your banks into making loans that are 
perhaps semicapital loans, or too long-term loans for the desirability 
of the banking community. 

So, I do not think it is a big amount. I do not think it will involve 
large amounts of money, and I do not think that it should. I believe 
a relatively small amount of money might be spread over a wide area 
for a great many people, who are trying to get started. They might 
justify a temporary loan, that is, between their own money and 
between the sound banking loan, to help them over a hump. 

That is my conception of how you will serve the national interests 
with this sort of a thing. 

Senator Busn. Mr. Chairman, the evidence which we have here 
would seem to confirm your statement that it is a small amount of 
money. The Small Defense Plants Administration has loaned rela- 
tively small amounts of money, really, and the RFC too, in recent 
years. 

Secretary Humpurey. May I say just one more thing. I thinkthat 
the largest part of this business’ activity should be in participation 
loans. I favor a participation loan, either where you agree to come 
in and take a participation later or where you are taking a participation 
now, where it is a bank loan and the small bank in the small community 
desires to make the loan. But, to make a loan as of a long term, as is 
required, with as lean a security as is necessary, one hesitates to take 
as much as the man needs, but he will go in and take half of the loan, 
if the Government will take the other half. 

Do you see what I mean? That will put people to work and give 
young men a chance to start businesses that can grow into great 
successes. 

Senator Bus. I see what you mean. But the point I am trying 
to develop is this, that inasmuch as this is a problem in a very small 
segment of the overall picture, financially, I wondered whether you 
had considered the possibility of recognizing these difficulties. You 
emphasized the tax problem, and I certainly agree with you it has 
been oppressive, and repressive to venture capital in a very marked 
degree. 

| wondered whether you had considered an alternative approach to 
the problem in trying to deal with the reasons that repress venture 
capital. Instead of discouraging venture capital, why not consider 
some special tax program, which would encourage private capital to 
come into small business, rather than try to prop it up with Govern- 
ment loans? The danger in such loans is that they may discriminate 
against successful businessmen. Among applicants for such loans is 
apt to be the fellow who perhaps has not been successful enough to 
get the loans through the established order in private business. 

Now, I ask you whether, in your consideration of these matters, that 
alternative philosophy does not seem to be desirable. 

Secretary Humpurey. [| do not think it is an alternative. I think 
it is asupplement. I think you will do them both, and I think both, 
perhaps, can be done to some extent and probably should be done. 

Senator Busu. I have not heard anything here so far about that. 

Secretary Humpurey. The present tax law does already give 
favoritism in that regard. 
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Senator Busu. But we agree that it is not enough. It does not do 
the job. There is still a need for this special recognition. 

Secretary Humpnrey. I think myself they are supplementary. 

Senator Bricker. We did, of course, I think 2 years ago, give 
more favorable consideration to new business. Do you look forward 
to the time, then, when we can get out of this field of lending, even to 
small businesses? 

Secretary Humpurey. I think, Senator, yes. Very frankly, gentle- 
men, and this is a long way off the track, and, yet, it has a bearing that 
you cannot get away from; what happens in the world determines 
what happens to a man working in Columbus—whether the fellow in 
Columbus can get the capital, and so forth. 

I have never been so impressed with anything in my life since I 
have been here, as how directly world conditions apply to the man, 
say, in Cleveland. They are all tied up so closely together. What 
some fellow does in the rest of the world, to threaten our national 
security, to threaten an atomic Pearl Harvor, if you please, in Amer- 
ica, has everything to do with how much money we spend, with the 
great bulk of our expenditures. The great bulk of our expenditures 
has to do with what we have to do from a taxation point of view. 
What we have to do from a taxation point of view depends upon 
how much risk capital is involved, available. And, how much risk 
capital there is available depends upon whether I can start a business 
in Columbus and get enough for my friends to kick in with me and 
get going, and give you a job. 

Senator Bricker. That comes back to our tax laws. 

Secretary Humpnrey. That is right. 

Senator Bricker. Tax laws may be necessary because of the war 
program. I can see the necessity of Government loaning for war 
production purposes, but it is very hard for me to follow through 
with the present situation, such as it has been, where small business 
has to be helped, particularly, if we could relieve them somewhat 
in the tax laws. 

I do not consider an excess-profits tax—I think that has been more 
repressive to small business than anything else we could possibly 
puton them. But what I was getting at was that when the situation 
is as it ought to be, and the needs of the Federal Government are 
met, that then by taxation we can do the thing in a practical manner, 
treating everybody the same, without giving special favors to any- 
body, and relieve this situation whereby we can get out of the Gov- 
ernment loaning business entirely. 

Secretary Humpurey. Well, I hope that time wi!l come, and I think 
it ought to come. 

Senator Bricker. It can come, if we get relief from the world 
tension, 

Secretary Humpurey. Yes, if we get relief from the world tension, 
it will come, because with relief from world tension we will be in a 
position to reduce, and must reduce our expenditures sufficiently, 
so that we change our entire level of taxation in this country, and we 
will be back on an entirely different basis. 

The CHarrMan. Mr. Secretary, there are three things I want to 
talk to you a little bit on, and ask questions that come under your 

risdiction. I believe them to be three things that possibly would 
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be more helpful to small business than some sort of an agency on the 
part of the Government to loan money to them. 

I am not saying that is necessary and should be. 

Number one is: I would like to recommend that we give sincere 
consideration to permitting banks to set up a larger reserve for losses, 
for tax purposes, thereby putting the banks in a position to make more 
marginal loans. 

At the moment, as you know, banks are denied the right to set up 
any sizable reserves for tax purposes, to protect them in case of losses 
on marginal loans. I think that ought to be a part of this study, and 
possibly ought to be part of the legislation. This committee could 
not do it, but we could well recommend it to others. I am thinking 
in terms of permitting banks to set up even 3 or 4 times as much 
for losses on bad accounts as they are permitted at the moment, for 
tax purposes. I think if we would permit them to do that, they would 
take many a loan that they now turn down, that possibly comes to 
RFC. 

The second thing is that I think we ought to figure out some way 
to give them a better break on taxes, because the RFC can loan a 
small company money, but some day they must pay it back. But 
with a small company, if they need capital, and they have to have : 
loan, that means they are going to pay it back out of earnings. If 
they cannot plow back their earnings, if we tax it all away from them 
and leave them nothing, even if we make them an RFC or other agency 
loan, they are still going to be in trouble. 

The third thing is amortization of their facilities. 

Those are three things that in my opinion if we did for small busi- 
ness, we possibly would not need to loan any money. I am not saying 
we would not, but I would much prefer to cure their problems with 
those three suggestions I made than | would to set up an agency to 
loan them money. 

[ think maybe we ought to make a study of those three things in 
connection with our study of this whole problem. 

One other*thing I would like to ask, is this: Would it be better in 
any legislation we pass to create this new agency that you are recom- 
mending, if we do it, should we do it on the basis of purely 100 percent 
guaranteeing loans that banks would make, or lending institutions, 
not direct loans; set up a system where small business could go and 
borrow money. The Federal Government would not be making the 
loan, but the local lending agencies would be making it, and the Fed- 
eral Government would be guaranteeing a portion of it, or all of it. 
I do not think we need to worry about the percentage at the moment. 

Most of the legislation before us here deals somewhat with that 
subject. Do you think that might be a better approach to the subject? 

Secretary Humpurey. I do not think it makes a great deal of differ- 
ence, Senator 

Of course, I favor, No. 1, participation loans. I think wherever 
possible participation loans are desirable, because there you have the 
banker dealing with the clients, with the bank’s own money, and you 
have his services assisting you, and you have his ideas as to credit, 
and you have his help all the way through. I think im every way 
possible this relationship of the banker and the borrower should be 
retained. 
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Now, I would just like to make the Treasury position entirely clear 
on this. We are not advocating this as a program that we are asking 
you to enact. You have presented to us half a dozen bills that have 


been put in, and you have asked our opinion about them. I was very 


glad, indeed, that Senator Bush asked how the Government interest 
was served in any way. I have explained how it was served, as I see 
it. 

You are in a twilight zone here. In theory you ought not to make 
any loans at all. In practice I have given the reason why the Treasury 
is not opposing any of these bills, or all of these bills, and not saying 
you should not do it. We are not in opposition, for the reason I have 
stated. We are trying to give you, if you want such a bill—we are 
not advocating that you have one, but if you want one, we are trying 
to give you our ideas as to how it will work to the best advantage. 

Now, the only reason I hesitate about the guaranty—there are two 
good reasons. The first is particularly with smaller banks and smaller 
communities, the total amount involved, even if it is $100,000, it is 
still quite alot. And, if the bank is putting up $50,000 and the Gov- 
ernment is putting up $50,000, or if the bank is putting up $75,000 and 
the Government is putting up $25,000, whatever it might be, that can 
become quite an important thing in a smi all bank in a small communit 
and, after all, that is the place where we are hoping this will do the 
most good. So that money itself may be of some interest in that event. 

The second thing is again, a psychological thing. I just do not 
like the idea of getting into the habit of putting your name on the 
back of a piece of paper. That is an awful easy thing todo. I would 
rather lend a man some money, and when I lend him money I know 
that I am limited in what I can lend him. But I think it its a terribly 
dangerous habit to get in, to just be endorsing notes. I do not 
like it, for a person, or for a government. 

Senator Fu.tsrieut. If the Senator will yield, we did have a limited 
experience on what was called the blanket participation program, 
after the war. That was disastrous. Most of these ridiculous loans, 
or a number of them, arose out of just such a program. I agree with 
you entirely it does not solve it by guaranteeing anything. The 
loans in which they have actually shared the re sponsibility of making 
have turned out much better than under the blanket participation 
program they had. Their own experience would support your 
view on that. 

Secretary Humpnrey. That is right, and it is just commonsense. 
So that is my reason, Senator. 

Now, as to these 3 things you have mentioned, Senator, the latter 
2 are under serious consideration right now in connection with the 
study of the new tax bill. The bank reserves, I am just not prepared 
tospeak about. I will take a look at that and see. 

The CuarrMaNn. I think when you do, you will be amazed. It is 
not by law; it is by ruling of the Internal Revenue Bureau, in which 
they have simply pinched them down to the point where they just 
do not dare make marginal loans. 

Secretary Humpnrey. | will check on that. 

The CuatrmMan. Of course, you understand under the tax laws when 
ey do have a loss, they can charge it off. 

Senator Bus. Mr. Chairman, may I ask a question apropos of what 
you said about amortization? 
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The Cuarrman. Yes, Senator Bush. 

Senator Busx. I understood the Secretary to say they are studying 
that question, and so forth. I recall that back in 1939, or thereabouts. 
when Mr. John Hanes was Under Secretary of the Treasury, that he 
made a propsition which would give companies unlimited authority 
to determine what their amortization rates would be, on the theory 
that would allow them to adjust amortization rates to the times they 
are in. Let them write it off in 1 year, and once they have written it 
off they have nothing left to write off, so let them be the judge 

I would suggest that theory, if it is not already under consideration, 
be among those that you consider. 

Secretary Humpurey. I have the greatest respect for Johnny 
Hanes, and we have considered that a good deal. But the objection 
to that, and I think it is a good one under the present circumstances, 
is that when you have perhaps rather rapidly changing tax levels, 
you get the thing all mixed up with respect to charging it off in the 
higher tax year or trying to get it off in a higher tax year as against 
another year. 

For that reason, I think there has to be some limitations on it. But 
we are proceeding in the Treasury Department in two ways. In the 
first place, the Treasury Department is studying the depreciation 
allowances to see to what extent depreciation allowances can be 
liberalized by regulation. Then, we are studying with respect to the 
new tax bill; which we hope to have in vour hs inds by the first of the 
year, what additional arrangements ‘might be made by law with 
cabo to amortization. But they both go to the same point. 

Senator Busx. I was speaking of depreciation. I said amortization, 
but I meant depreciation. 

Secretary Humpnrey. The underlying reason for it, of course,: is 
that one of the soundest things vou have in America is the most 
modern machinery. If your plants, your businesses, can be modern- 
ized in their machinery and their equipment, you are just that much 
sounder than you are if you have a lot of old stuff. 

Now, the’ more you give a business the opportunity to write off 
and discard old machinery and supplant for it new machinery, the 
more you are going to lower the cost of the goods you make, which 
will permit the lowering of prices, which permits a better standard of 
living; and the more you create new machinery business, the better 
plants you will have in the event of an emergency, in case of war 
So that everything is in favor of stimulating modernization of our 
national industrial plants and keeping them just as modern as we can, 
all the time. 

The CuarrMan. If we do not do it, we will wind up like England. 

Secretary Humpurey. That is right. 

So, that is a very important point that is under serious thought all 
the time 

Senator Busu. Mr. Chairman, I think that is a very excellent 
statement the Secretary has made. 

While vou have said, Mr. Secretary, that your studies of the matter 
so far would not take you all the way along on the Hanes philosophy 
on that, you did suggest that it might be considered in part. 

Secretary Humpurey. That is correct. 
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Samat Busu. To give a good deal of discretion, if you will, to 
the owners, to the managers, as to what they may charge i in the way 
of depree ition: 

Secretary Humpurey. That is correct. 

Senator Busu. And sometimes they might get it and sometimes 
they might not. Over the years I do not believe they would outguess 
them very well, and neither did Hanes, | remember that. 

Secretary Humpurey. It works both ways. 

The CHatrMAN. You might win one year and lose the next. I| 
think it is six of one and half a dozen of the other. 

But I think we ought to create a climate here that makes it un- 
necessary for small business to come to the Government, create a 
climate where the banks and lending institutions can handle it. 

Secretary Humpnrey. Senator, I am absolutely sure you are right, 
and I could not support it more. The only possible difference is the 
one suggested by Senator Bricker: that you have in the world today 
a tension, a condition that perhaps it is well to work along with it, 
to try to keep this thing stimulated. But the objective should be to 
get out. 

The CHartrMan. Mr. Burgess said yesterday you are drawn between 
two loves. One is to get money in here to run the Government, to 
draw taxes, and the other is to stimulate business. Of course, they 
have to be in balance, and you have to use commonsense. 

Senator Busu. I would like to make a correction for the record on 
this depreciation. I possibly gave the wrong impression that an oper- 
ator could in any year change his rates. That is not ene, He 
coul | set them for any length of time or any schedule. he could 

Ly today “Il am going to write it off in 5 years or 10 years or MLS ) years.”’ 

“T do not believe the Hanes program involved the change from year 
to year. 

Secretary Humpnurey. I do not think so. 

Senator Busna. I did not mean that, either. But I meant when a 
man was building a plant he could then determine in what period of 
time he wanted depreciation, and the chances were he would not want 
to do it all at once. 

Secretary Humpurey. We are on that program, but not to the full 
extent. 

Senator Busn. The 5-year amortization program was very satis- 
factory. It worked out pretty well. 

Senator Frrar. One question, Mr. Chairman, if I may, while we 
ire on this subject 

The CuarrmMan. Senator Freat 

Senator Frrear. I assume, from what the honorable Secretary 
said, that he now endorses completely S. 298. 

Secretary Humpurey. Now, what is S. 298? 

Senator Frear. That was a bill offered by the junior Senator from 
Delaware, on depreciation, that is before the Treasury Department, 
SI. 

Secretary Humpnurey. I am sorry. I am not familiar with S. 298. 

Senator Frear. Your testimony gives complete endorsement. 

Senator Humpnurey. We are working in that direction. 

The CHarrMan. Senator Robertson. 
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Senator Rorertson. Last summer, at my request, the chairman of 
the Senate Finance Committee asked the Secretary of the Treasury 
to submit a report on the direct and indirect obligations to the Govern- 
ment. The report was submitted, listing, of course, all the direct 
obligations, and a great number of indirect obligations. 

The report said that it was very difficult, if not impossible, to 
enumerate all of the indirect obligations, and that no one could 
this time evaluate the exact amount of the indirect obligations which 
would eventually terminate in direct obligations. I assume you had 
that situation in mind when you said you do not like to see a name 
put on the back of a paper. 

Secretary Humpnurey. That is correct. I have been here 4 months, 
and I wish someone would tell me what obligations are. I just do 
not know. 

Senator Roserrson. None of us know. Except, taking the civil- 
service pension fund—we know the obligations there exceed the current 
assets by $5 million or more, and there is a big accumulated debt in 
the railroad retirement fund. We have all these FHA, and Fannie 
May, and every other kind of obligation for building loans. Nobody 
knows how much. Certainly, 1 would not want to tell any bank that 
they could not get but 3 percent or a little better on a Government 
bond, but if they make a 5-percent business loan the Government will 
guarantee it. So, do not bother about the Gove oe nt loan. Just 
loan the business and you will get every cent of it, and you do not 
need to worry about the risk involved because thi Government is 
going to pay it if you don’t. 

I agree, there is a hazard in putting your name on the back of a 
paper. In fact, that was the only advice my father gave me when 
I started out practicing law. He said “‘When I was 9 vears old my 
father was killed in the war, and what was left of the estate was 
turned over to a guardian. When I left college, I found my guardian 
had endorsed all sorts of papers over in Albermarle County, and he 
lost everything he had had and everything I had.’”’ And he said, “1 
will make just one request of you. If you have a friend who wants 
to borrow, make a loan, but if you haven’t, don’t endorse any paper.”’ 
I was saved many embarrassing situations through the years by 
saving “I promised my father.” 

Secretary Humpurey. Can I say I promised you? 

Senator Ropertrson. Now, I think it ought to be done. 

On May 19, when you reported on my bill, you said: 

The Department believes that the method of providing small business with 
credit not obtainable through normal channels, authorized by 8. 1523- 
that was not mine 
which is also before your committee, is preferable to the methods which 8, 1559 
would authorize 
that is mine. 

We now have section 13B, which authorizes direct loans from the 
Federal Reserve Board to banks, and I modified that to provide 
indirect assurance up to 90 percent, which I thought was simpler 
and safer and better for the Federal Reserve, if they were going to 
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assume any credit functions. We had put that into previous law, to 
have indirect obligations. 
| continue to read from your letter: 


In the event the method of S. 1523 is adopted, however, your committee will 
loubtless wv ish to consider also those provisions of SS. 1559, which would pro ide 
for return to the Treasury of funds made available for industrial loans through 


Federal Reserve banks 


Now, as I indicated to Mr. Burgess yesterday, when he testified, 
“As an aid in accomplishing these objectives, loans by the agency 
should be under the general supervision of the Loan Policy Board, of 
which the Secretaries of the Treasury and Commerce should be 
members’’—I told him I bad no pride of authorship in my bill. The 
principle had been adopted years ago for direct loans, and in 1947 
my bill, which was then introduced by somebody else, had been 
reported favorably by this committee, and had the erdorsement, the 
strong endorsement of Mr. Eccles, then Chairman of the Federal 
Reserve Board. There was no objection from any other Government 
agencies, but the American Bankers Association did file a mild protest, 
saying they did not think that should get into this credit business 

[ wonder if you would be willing to prepare for me, since none of 
these measures before us appear to meet with the full approval of 
either you, the Secretary of Commerce, or the Federal Reserve Board, 
a bill that 1 and others could introduce, that would carry out the 
composite views of the Government on this subject. 

Secretary Humpurey. I think we would be very glad to have some 
ol our people come and work with some of your people to see if there 
is a bill that could be developed, if you care to do that. If you can 
take what looks like the better features of various ones and put them 
into one and see if it is a rather composite bill, if you would like that, 
we would be clad to work with you. 

Senator Ropertson. | request that you do it. 

Thank you. 

The CHarrMAN. Senator Bennett. 

Senator Bennerr. The question has been raised here by Senator 
Robertson of the contingent liability of the Government, and I would 
like to ask that at this point a report of the Bureau of the Budget, 
which appears on page A2634 of the Congressional Record of April 
25, 1952, which is the Bureau of the Budget listing of all contingent 
liabilities as of June 30, 1951, be put in the record. 

I do not have a copy of the record at the moment, and the clerk 
of the committee is attempting to have those figures brought up to 
the end of fiscal year 1952. I ask that when those are available they 
will also be put in 

The CuarrMan. Without objection, we will ask the staff to arrive 
at what the contingent liability of the Federal Government is, and 
place it in the record at this point. 

(The information referred to follows: ) 
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Public debt and other major commitments and contingencies of the U.S. Government 
as of June 80, 1951 


. {In millions} 
Direct public debt 


Interest-bearing debt -.-- $252, 852 
Matured debt upon which interest has ceased : 512 
Non-interest-bearing debt a 1, 858 

Total direct publie debt 255, 222 


Obligations of Government corporations guaranteed by the United 
States 





90 
Unliquidated obligations incurred against appropriations and contract 
authorizations ; 1 $47, 178 
Obligations issued on credit of the United States: 
Funds due depositors by Postal Savings System ceeexe Pe CaO 
Federal Reserve notes (face amount) 22, 975 
Total obligations issued on credit of United States ‘adie 25, 880 
Loan guaranties outstanding: 
Insured housing loans—Federal Housing Administration: 
Title I insurance—primarily property-improvement loans 216 
Titles II, VI, and VII1I—mortgage insurance awe 12, 639 
Guaranteed loans secured by agricultural commodities—Com- 
modity Credit Corporation 55 
Agreements to participate in loans by commercial banks to busi- 
ness enterprises— Reconstruction Finance Corporation (including 
Smaller War Plants Corporation) ‘ <P 84 
Loans advanced through agent banks—Export-Import Bank of 
Washington 45 
Guaranteed letters of eredit—Export-Import Bank of Washington 1] 
Guaranteed home, business, and farm loans to veterans—Veterans’ 
Administration aa 3 6, 079 
Guaranteed farm mortgages—Farmers’ Home Administration 40 
Guaranteed loans authorized by Defense Production Act of 1950 209 
Total loan guaranties outstanding Levees [eeoike aa 19, 378 
Insurance in force 
Life insurance 
U.S. Government life insurance _____- 2, 056 
National service life insurance 3 i 49, 457 
Crop insurance—Federal Crop Insurance Corporation 4 241 
Insured deposits in commercial and mutual savings banks—Federal 
Deposit Insurance Corporation , a rine ; 89, 753 
Insured share accounts and creditor obligations of savings and 
loan associations—Federal Savings and Loan Insurance 
Corporation , : bavwsutasch deh 13, O85 
Total insurance in force ; 154, 592 
Subscription to the capital stock of the International Bank of Recon- 
struction and Development : 2, 540 
Cumulative operating-differential subsidies withheld—U. S. Maritime 
Administration 7 : 45 
Currency convertibility guaranties—Economie Cooperation Admin- 
istration 34 





ed Incl ; unliquidated postal obligations but excludes corporation and other commitment 












ystems, exclusive of accrued interest 


The tabulation contains all major financial commitments of the United State: 
Government except those involving recurring disbursements for which funds ar 
regularly appropriated by the Congress and are not yet obligated, such as aid t 





States for welfare programs and partici 


ion in employee-retirement system 








and 
Law 
by tl 
othe 
TI 
ment 
mati 
incul 
com! 
the ( 
disb 
asset 
vari 
illus’ 
D 
milli 
Beh 
amo 
milli 
I 
ame 
note 
secu 
spec 
$47, 
$13. 
deb 
bilit 


pri 
sale 
Un] 
tha 
pro 
ice, 
as 
ava 
rep 
t101 
mil 
ent 
tha 
30, 
exc 
unt 
( 
Ser 
Jw 
pre 
ins 
an 
po 
of 
thi 
she 
tir 


in 
be 
en 
th 
m 
he 
m 
in 


se 


Cove rnmer 


DEO Ke 
9252, 85 


1, 858 


22 905 
22, 97 


25, SSC) 


216 


12, 639 


> 6, 079 
tO) 
209 


49, 


89, 753 


a) 


GOVERNMENT LENDING AGENCIES 131 


and indemnities for deaths attributable to military service authorized by Public 

Law 23, 82d Congress. It includes direct public debt; obligations guaranteed 

bv the United States, including guaranteed and insured loans and mortgages, and 
r pledges of the full faith and credit of the United States. 

Che probability that the Government will be called upon to meet these commit- 
ents varies widely. The outstanding publie debt, for example, carrying specific 
aturities, is a direct Government liability, as are most unliquidated obligations 

incurred against appropriations and contract authorizations. But for all other 
ymmitments in this table, the Government’s liability is onlv contingent. Whether 

e Government will be called on to meet these claims, and the amount of eventual 

ursements, is dependent on a variety of factors, including the value of the 
ts pledged to secure the liability, the trend of prices and employment, and a 
variety of other economic circumstances. The nature of these differences is 
illustrated by the following analysis of the major items 

Deposits in the Postal Savings System on June 30, 1951, amounted to $2,905 

million. The faith of the United States is statutorily pledged to their payment. 
hind these deposits, however, were Ca 








asst 





on hand and in depository banks 


:mounting to $169 million, Government securities having a fac alue of $2,726 
llion (already reflected under public debt), and other assets of $15 million. 
Federal Reserve notes, according to section 16 of the Federal Reserve Act, as 

amended, are also an obligation of the United States. The face amount of the 





notes outstanding on June 30, 1951, was $22,975 million. These notes are fully 

ired by collateral deposited with the Federal Reserve agents 
pecial reserves and redemption funds, and they were a first lien ‘ 
$47,634 million of assets of the issuing Federal Reserve banks (which included 
$13,175 million of Government securities already reflected under direct public 
lebt). In view of these guaranties of acceptability, there is virtually no possi- 
bility that Government expenditures would ever be required on these obligations 

The Federal Housing Administration insures repayment to private lenders of 
principal amounts of mortgage loans to finance construction and purchase of 
sale and rental housing as well as other loans to finance property improvements 
Unpaid balances of such mortgages and loans generally cover substantially less 
that the full value of the property and are secured by a first lien against such 
property. Moreover, the Government charges fees and premiums for this serv- 
ve, which are paid into various insurance funds for administrative expenses and 
is reserve for the liquidation of losses. On June 30, 1951, unobligated assets 
available for such purposes amounted to $376 million; of this amount $65 million 
represented premium and other income (less administrative expenses, deprecia- 
tion, and losses) accumulated during the fiscal year 1951. Of these assets, $64 
nillion were invested in Government securities (reflected in the public debt 


) 








entry). Losses are further minimized by payment of claims in debentures rather 

“9 cash, permitting orderly liquidation of acquired properties. As of June 
30, 1951, such debentures, guaranteed by the United States but issued only in 
exchange for property, were outstanding in the amount of $27 million (included 
inder obligations guaranteed by the United States 


Contingent liability for the gus rranteet 1d portions of loans guaranteed under the 
Servicemen’s Readjustment Act of 1944, as amended, totaled $6,079 million on 
June 30, 1951. These loans, for the acquisition of home, farm, and business 
property, are secured by the underlying assets and are being liquidated throug! 
installment payments. 

The face value of life insurance policies issued to members of the Armed Forces 
and in force on June 30, 1951, approximated $49,457 million. The Govermnment’s 
potential liability under these programs is only a small fraction of the face value 


of the policies now in force. Some policies will be permitted to lapse. On 
those which are continued in force, thé premiums and interest on invested reserves 
should cover the normal mortality risk. The Government, however, will con- 


tinue to bear the cost of deaths attributable to war service. 

Similarly, the $89,753 million in bank deposits insured by the FDIC is not an 
index of the amount the Government can reasonably be expected to pay out 
because of this guaranty. During the period this Corporation has been in exist- 
ence, premiums and other income have substantially exceeded losses, permitting 
the retirement of all Treasury and Federal Reserve capital amounting to $289 
million, and the accumulation of a $1,244 million reserve. The Corporation’s 
holdings of Government securities on June 30, 1951, nies amounted to $1,338 
million which already appears in the public debt total. While total deposits in 
insured banks amounted to $164,608 million, their holdings of Governmer 
ecurities (also reflected in public debt total) totaled $64,651 million; cash and 
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other riskless assets (including guaranteed loans) were also substantial. These 
and other assets, both of the insured banks and of the FDIC, as well as the con- 
tinued income from premiums and other sources, stand between insured deposits 
and the Government obligation to redeem them; therefore, no significant dis- 
bursements are in prospect. 

Notwithstanding the unused subscription to capital stock in the International 
Bank for Reconstruction and Development of $2,540 million, it is very unlikely 
that the United States will be re quired to make any substantial additional pur- 
chases. The bank is obtaining necessary additional funds through private invest- 
ment channels. ‘The unused subscription serves primarily as a guaranty fund 
in the event of future losses. 

To the extent that profits from the operation of American vessels fall below 10 
percent over the life of operating subsidy contracts, the Maritime Administration 
will be obligated to disburs2 a portion of the gross subsidy now withheld, wh ch 
totaled $45 million on June 30, 1951. On the other hand, should profits exceed 
current expectations, the Commission is entitled to recapture part of the subsidy 
payments already made. 


LIABILITIES AND LONG-RANGE COMMITMENTS AND CONTINGENCIES OF THE UNITED 
STATES GOVERNMENT AS OF JUNE 30, 1952 


The attached statement and schedules cover all major financial commitments 
of the United States Government except those involving recurring costs for which 
funds are regularly appropriated by the Congress and are not yet obligated, such 
as aid to States for welfare programs and participation in employee-retirement 
systems. It includes direct public debt, obligations guaranteed by the United 
States, including guaranteed and insured loans and mortgages, and other pledges 
of the full faith and credit of the United States. 

The extent to which the Government will be called upon to meet these commit- 
ments varies widely. The outstanding public debt and other items shown in 
section A of the statement are direct Government liabilities, as are some obligations 
incurred against appropriations and contract authorizations shown in section B 
“Unliquidated obligations.’’ But for all other commitments in this statement, 
the Governments liability is only contingent. Whether the Government will be 
called upon to meet these contingencies, and the amount of eventual disburse- 
ments, is dependent upon a variety of factors, including the value of the assets 
pledged, the trend of prices and employment, and a variety of other economic 
circumstances. The nature of these differences can readily be illustrated by the 
following analysis of the major items. 

Deposits in the Postal Savings System on June 30, 1952, amounted to $2,624,- 
569,276. The faith of the United States is pledged to their payment. Behind 
these deposits, however, were cash on hand and in depository banks amounting to 
$33,659,540, Government securities having a face value of $2,565,308,900 (already 
reflected under direct public debt), and cash with the Treasurer of the United 
States and other net assets of $138,596,314. 

Federal Reserve notes, according to section 16 of the Federal Reserve Act, 
as amended, are an obligation of the United States. On June 30, 1952, the out- 
standing face amount of these notes was $24,135,366,619. The collateral security 
for Federal Reserve notes issued consists of $13,149 million in gold certificates and 
in credits with the Treasurer of the United States payable in gold certificates, 
$13,375 million face amount of United States Government securities and $20,684,- 
000 face amount of commercial paper. Notes issued by a Federal Reserve bank 
are a first lien against the assets of such bank. 

The Federal Housing Administration insures repayment to private lenders of 
mortgage loans to finance construction and ownership of sale and rental housing. 
Unpaid balances of such mortgages and loans generally cover substantially less 
than the full value of the property and are secured by a first lien against such 
property. The Government charges fees and premiums for this insurance service, 
which are paid into various insurance funds for administrative expenses and as a 
reserve for the liquidation of losses. The assets in these funds include Govern- 
ment securities which, as of June 30, 1952, had a face value of $284,767,000 and 
are also reflected in the public d=bt total. Claims are settled by the issuance of 
debentures rather than cash, permitting an orderly liquidation of acquired proper- 
ties. As of June 30, 1952, these debentures, which are guaranteed by the United 
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States. amounted to $43,534,536. These debentures are included under obliga- 
tions guaranteed by the United States and are issued only in exchange for property 


acquired through foreclosure. 


Under the Servicemen’s Readjustment Act of 1944, as amended, loan guaranties, 
yp to 50 percent on each loan for the acquisition of farms and businesses and up to 
60 percent for the acquisition of homes provided guaranties do not exceed $2,000 
and $7,500, respectively, are made to veterans. Such loan guaranties totaled 
$7,450,300,000 as of June 30, 1952. These loans for the acquisition of home, farm 
1d business property, are secured by the underlying assets and are being liqui- 
dated through installment payments 

The face value of life-insurance policies issued to veterans and in force on June 
30, 1952 approximated $50,763,366,073. This does not represent the Govern- 
ment’s potential liability under these programs. Some policies will be permitted 
to lapse. On those which are continued in force, the premiums and interest on 
invested reserves amounting to $6,491,144,000 should cover the mormal mortality 
ri The reserves are invested in Government securities, reflected in the public 
debt total. The Government will continue, however, to bear the cost of deaths 
attributable to war service. 

Similarly, the $96,414 million in bank deposits insured by Federal Deposit 
Insurance Corporation is not an index of the amount the Government can reason 
ably be expected to pay out because of this insurance. During the period this 
Corporation has been in existence, premiums and other income have substantially 
exceeded losses. This has permitted the retirement of all Treasury and Federal 
Reserve capital, amounting to $289,299,557, and the accumulation of a $1,322,484,- 
778 reserve. The Corporation’s holdings of Government securities on June 30, 
1952, amounted to $1,422,300,000, which already appears in the public debt total. 
Out of $176,703,359,000 total deposits in insured banks, $66,916 million are in- 
vested in Government securities (also reflected in the public debt total); much of 
the remainder is in cash and other liquid assets (including guaranteed loans 
The assets, both of insured banks and the FDIC, as well as the continued income 
from premiums and other sources, stand between insured deposits and the Govern- 
ment’s obligation to redeem them; therefore, no significant d 











f lisbursements appear 
to be in prospect. 

Notwithstanding the unused subscription to capital stock in the International 
Bank for Reconstruction and Development of $2,540 million, it is very unlikely 
that the United States will be required to make any substantial additional 
purchases in view of the bank’s policy in obtaining necessary additional funds 
through private investment channels. The unused subscription serves primarily 
as a guaranty fund in the event of future losses. 

The above discussion illustrates the need for extreme caution in using data on 
liabilities and other commitments of the Federal Government. A summation, 
including all the various types of liabilities and commitments, is susceptible to 
misinterpretation and misrepresentation. The various contingencies, when 
combined with the total outstanding public debt, do not yield a significant total 
of the amount of funds the Government might some day be expected to pay out 


on present commitments. To say the least, a significant amount of double 
counting would be involved in this process. It is unlikely that more than a small 
fraction of some items, as in the case of insured deposits, will ever become a genuine 
Government liability. Moreover, gross figures would be misleading unless con- 


sidered in the light of the value of the assets otherwise available to meet these 
liabilities before the Government’s responsibility would become operative and 
the income which will become available over the vears 
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Summary statement of liabilities and long-range commitments and contingencies of 
the United States Government as of June 30, 1952 a) Put 


[In millions} 


A. LIABILITIES ’ 
Public debt (schedule 1): 
(a) Public issues: Amount 
(1) Payable within 1 year ..$ 78, 280 
(2) Payable from 1 to 5 years_-_ 61, 005 
3) Payable after 5 years 79, 839 


Total public issues : $219, 124 

(b) Special obligations issued to Government agencies or trust 
funds_ , 37, 739 

(c) Non-interest-bearing obligations: 

(1) Matured debt $419 

(2) International Monetary Fund series 1, 274 

(3) Other debt bearing no interest 550 
Total non-interest-bearing obligations 2, 242 
Total public debt « 2Be 1259, 105 
Interest due and payable, unpaid 248 
Trust funds (not invested in public debt obligations) (schedule 2)____- 1, 124 
Deposit fund account balances (schedule 3) (tiie £ 878 


B. UNLIQUIDATED OBLIGATIONS 


Total as reported by Government agencies, exclusive of Post Office 


Department, against appropriations and contract authorizations: Amount 
Department of the Army ; yb pois erect Enotante txt, | ME 
Department of the Air Force_- res ees 19, 611 
Department of the Navy : ee 14, 512 
Secretary of Defense L cole Se cidbhe Cobian ioe 7, 853 
Other agencies _ - ; 2 nbirentesan 8, 019 
Total unliquidated obligations__ wties sith ated he weed adds xe 
C? LONG-RANGE COMMITMENTS AND CONTINGENCIES 
Loans Guaranteed or Insured by Government Agencies (Schedule 4) __ 23, 604 
Insurance Programs of Government Agencies (Schedule 5) ou le ORS : 
Obligations Issued on Credit of the United States (Schedule 6) _. 26, 760 (b) § 
Obligations Issued by Government Agencies Guaranteed by the United 
States (Schedule 7) / Z i ee 44 


Subsidies withheld: 
Cumulative operating-differential subsidies withheld— Maritime 
Administration s ; ; 5 Siat Bate dld 364 
Other Commitments (Schedule 8) ebuild se 6, 692 
See Schedule 9 for Limits on Public Debt, Long-Range Commitments, 
Contingencies and Unused Balances. 


1 Includes $4.6 billions accrued inters°t on United States savings bonds. 

2 The amount of unliquidated obligations contained in this figure are a mixture of actual liabilities plus 
uncompleted contracts, purchase orders, etc., for materials or services as of June 30, 1952. Some of the 
uncompleted contracts may not be completed for 1 or more vears and as of June 30, 1952, represent commit- 
ments for future deliveries of materials or services The agencies have not been able to furnish the actual 
liability portion of the unliquidated obligations. The above figure includes unliquidated obligations of 
appropriated funds of Government corporations; does not include any of the liabilities or unliquidated 
obligations of Government corporations arising from the activities of their own or borrowed funds 


3 Represents estimated amount as of June 30, 1952. 1 Be 


2In 
ownel! 
3 In 
{In 
1951, 
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ey ScuHEepuLE 1.—Public debt, June 30, 1962 
Public issues: 
(1) Payable within 1 year (June 30, 
1953): 


° Marketable: 

Treasury bills (ma- 
ow turity value) $17, 219, 036, 000 

Certificates of indebt- 
edness r 28, 423, 120, 000 
Treasury bonds ! 25, 227, 944, 170 

Nonmarketable: 

, 124 United States savings 
bonds 2. 6, 338, 058, 508 

_ 739 Treasury savings 
notes - 1, 066, 785, 752 


Other 3 oor 5, 264, 750 
anes — $78, 280, 209, 180 
(2) Payable from 1 to 5 years 
(from July 1, 1953 to June 30, 





242 1957): 
Marketable: 
105 Treasury notes 18, 962, 729, 000 
248 Treasury bonds!___. 10, 545, 640, 760 
124 Nonmarketable: 
878 United States savings 
bonds 25, 871, 315, 202 
Treasury savings 
notes ; 5, 545, 698, 098 
id Other 3 se 79, 549, 250 
74 . ———————_—_——— 61, 004, 932, 310 
611 (3) Payable after 5 years (after 
512 June 30, 1957): oe 
853 Marketable: Treasury 
19 bonds ! re _ 40, 028, 844, 750 
7 Nonmarketable: 
370 United States savings 
bonds 4__ _ 25, 475, 596, 888 
Other 3 14, 334, 341, 000 
- - 79, 838, 782, 638 
304 sacietleliiom = 
51 219, 123, 924, 128 
760 (b) Special obligations issued to Govern- 
ment agencies and trust funds: 
44 Adjusted service certificate fund 5, 115, 000 
Canal Zone, Postal Savings Sys- 
tem 1, 050, 000 
64 Civil service retirement fund 4, 997, 702, 000 
92 Farm tenant mortgage insurance 
fund ; 1, 250, 000 
Federal Deposit Insurance Corpo- 
ration > 888, 000, 000 
lus Federal home loan banks a 50, 500, 000 
the Federal old-age and survivors in- 
os surance trust fund 14, 046, 900, 000 
of Federal Savings and Loan Insur- 
ed ance Corporation _ - ; 79, 040, 000 


1 Based on earliest cal) date. Includes Panama Canal and Postal Savings bonds. 
2 Includes bonds of series E-1942, maturing during the first 6 months of the calendar year 1952, The 
owners have the option of holding these bonds and receiving interest thereon for a further period of 10 years, 
Includes depositary bonds and Treasury bonds, investment series, 
‘Includes bonds of series E-1941, amounting to $696,058,900, which matured during the calendar year 
1951, and which may be held at the option of the owner and accrue interest until 1961. 
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SCHEDULE 1.—Public debt, June 30, 1952—Continued ScHED 
(b) Special obligations, ete.—Continued (a) Ui 
Foreign Service retirement fund $16, 592, 000 
Government life insurance fund 1, 300, 500, 000 
Housing insurance fund 200, 000 
National service life insurance 
fund 5, 190, 644, 000 
Postal Savings System 551, 000, 000 
Railroad retirement account - 2, 863, 144, 000 
Unemployment trust fund 7, 745, 000, 000 | 
War housing insurance fund 2, 300, 000 


$37, 738, 937, 000 
(c) Non-interest-bearing obligations: 
(1) Matured debt 
Old debt matured, issued 
prior to Apr © 1917 


excluding Postal Sav- | 

ings bonds 1, 381, 170 
2% percent Postal Savings 

bonds 651, 420 
Liberty bonds and Victory 

notes 8, 266, 400 
Treasury bonds 69, 348, 950 
Adjusted service bonds 5, 167, 050 
Treasury notes 14, 383, 550 
Certificates of indebted- 

ness 9, 819, 650 
Treasury bills 96, 289, 000 
Treasury savings certifi- 

cates 101, 150 
Treasury tax and savings 

notes 13, 960, 700 
United States savings 

bonds 121, 963, 550 
Armed Forces leave bonds 77, 359, 575 


418, 692, 165 
(2) International Monetary Fund 


series 1, 274, 000, 000 
(3) Other debt bearing no interest: 
United States savings 
stamps 50, 081, 212 
Excess profits tax refund 
bonds ., 698, SO8 
United 
States 
notes $346, 681. 016 
Less gold 
reserve 156, 039, 431 


190, 641, 585 
National and Federal Re- 
serve bank notes as 
sumed by the United 
States on deposit of law- 


ful money for their re- 


tirement 301, 467, 314 
Old demand notes and 

fractional currency 2, 019, 713 
Thrift and Treasury sav- 

ings stamp 3, 716, 861 


1, 823, 625, 493 


otal public debt 259, 105, 178, 785 





000 


165 


ScHEDULE 2.—Trust funds (not invested in public debt obligations), June 


a 
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9 


Undisbursed trust fund balances: 


Library of Congress trust fund, permanent loan 

Sales, ete., of publications, Superintendent of Docu- 
ments, Government Printing Office 

Advances, Mutual Security Act, executive 

Advances, Mutual Security Act, executive, alloca- 
tion to defense 

Civil Service retirement and disability fund 

Advances for economic assistance, Mutual Security 
Agency 

Philippine assistance, Mutual Security Agency 

Operation and maintenance, properties aided by or 
leased from Federal Public Housing Authority 

Railroad Retirement account 

Smithsonian Institution trust fund 

National Gallery of Art trust fund, permanent loan 

U. S. Government insurance fund, Veterans’ Ad- 
ministration 

National service life insurance fund, Veterans’ 
Administration - - 

War claims fund 

War claims fund transfer to Bureau of Employees 
Compensation 

Payment of claims, War Claims Commission 

Cooperative work, Forest Service 

Technical services and other assistance, agricul- 
tural conservation program, ‘oil Conservation 
Service 

Expenses and refunds, inspection and grading of 
farm products, Production and Marketing Ad- 
ministration 

State rural rehabilitation funds, new agreements, 
Farmers Home Administration 

Farmers Home Administration, State rural reha- 
bilitation corporation funds 

Advances, Mutual Security Act, Army 

Advances, Mutual Security Act, Navy 

Advances, Mutual Security Act, Air Force 

Indian trust funds: 

California Indians, 4 percent 


judgment fund $3, 159, 399. 84 
Consolidated funds, Shoshone 

Indians 1, 513, 587. 90 
Consolidated funds, Arapaho 

Indians 1, 499, 465. 90 
Indian moneys, proceeds of 

labor, agencies, schools, etc 1, 876, 048. 34 
Klamath Indians, Oregon, capi 

tal reserve fund 1, 722, 672. 70 
Menominee judgment | percent 

fund 7, 662, 300. 12 
Menominee 4 percent fund 1, 976, 867. 05 

> 


Osage fund (5 percent 158, 202. 80 


Three Affiliated Tribes of Fort 


Jerthold teservation, 

N. Dak 6, 683, 497. 90 
Lands, ete., Five Civilized 

Tribes, Okla. (4 percent) 1, 788, 218. 94 


Proceeds of oil and gas leases, 

rovalties, ete., Osage Reser- 

vation, Okla. (4 percent) 1, 013, 026. 91 
Proceeds of labor, Colville In- 

dians, Washington 1, 679, 830. 60 


$2, 


10, 


2~] 


' 250, 


30, 1 


Amount 


168, 


942 
) 


ee 
Oo, 


, 246, 
, 000, 
, 000, 


, 662, 


300, 
373, 


, 095, 
, 838, 
, 179, 


625 


926, 


000. 


ois] 


“J GS 


, 209 


196 


136 
168 
000 


000. 
539. 


549. 52 
336. 


370 
951 
107 


217 


37 


952 


99 


39 


. OO 


04 
96 
57 
S6 
59 
39 
OO 
00 
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ScHEDULE 2,— Trust funds (nol invested in public debt obligations), June 30, 1952— f 
Continued \ 
hb) Uner 
(a) Undisbursed trust fund balances—Con. Cash 
Indian trust funds—Continued Ur 
Proceeds of labor, Navaho In- sts 
dians, Arizona and New tel 
Mexico $5, 678, 909. 61 co 
Proceeds of labor, Southern Ute 
Indians, Colorado 5, 408, 500. 80 
Proceeds of labor, Uintah and 
Ouray Indians, Utah 15, 233, 621. 38 
Proceeds of labor, Ute Moun- 
tain Indians, Colorado 6, 388, 084. 69 
Awards of Indian Claims Com- 
mission, Choctaw Nations 1, 812, 589. 14 
a $67, 554, 824. 62 
Alien property fund, World War II 126, 954, 273. 35 
Alien property fund, Philippines, World War II_. 3, 335, 466. 31 
Salaries and expenses, Bureau of Old-Age and Survivors In- 
surance, Social Security Administration - - — - 5, 567, 442. 20 
Federal old-age and survivors insurance trust fund 321, 061, 022. 42 
Yugoslav claims fund, Treasury Department 17, 000, 000. 00 (d) All 
Contributions 
Funds contributed for improvement of 
rivers and harbors $2, 872, 533. 68 
Funds contributed for flood control, riv- 
ers and harbors 4, 343, 097. 13 


National Park Service, donations 1, 101, 249. 69 
—_—— - 8, 316, 880. 50 
Miscellaneous 


Other 42, 349, 228. 38 
District of Columbia__* 39, 966, 076. 52 
Total undisbursed trust fund balances _ - 1, 076, 402, 329. 55 
(b) Unalppropriated trust fund receipts: 
Deposits to Soldiers’ Home, permanent fund 39, 305, 062. 30 
Deposits, proceeds of labor, Klamath Indians, 
Oregon ‘ 176, 746. 68 
Osage Reservation, Okla., oil and gas leases, royalties, 
ete., act June 28, 1906 329, 175. 60 
Unclaimed moneys of individuals whose where- 
abouts are unknown 7, 413, 712. 61 
All other afl pax ih bd 186, 681. 50 
Total, unappropriated trust fund receipts _ - 47, 411, 378. 69 


Total trust funds not invested in public debt 
obligations) we tle el cranial css div te xsi ov ayn ete - i 1, 123, 813, 708. 24 


ScHEDULE 3.—Deposit fund accounts, June 30, 1952 


(a) Demand: (1) Foreign governments: 
Account of the Government of the 
Republic of China (SPS agree- 
ment of Aug. 30, 1946) $4, 331, 020 
United States allied military cur- 
rency delivered to United States 
accountable officers: 
South Korean won delivered to 


the U. S&S. Army funding 
officers 102, 525, 472 
Special deposits, defense aid: 
Australia 4, 572 
China 34, 097 
Peru 44 


Total foreign governments - - _- loioots inka doggies $106, 895, 205 
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15 2— ScHEDULE 3.—Deposit fund accounts, June 30, 1952—Continued 


Unemployment trust fund , $9, 984, 504 
Cash on deposit with Treasurer of the 
United States far payment of out- 
standing matured principal and in- 
terest obligations of Government 
corporations and agencies: 
(1) Commodity Credit Corporation 


(interest) $11 
2) Federal Farm Mortgage Corpo- 
ration (principal and in- 
terest) 590, 785 
(3) Federal Housing Administration 
(interest) 8, 734 
(4) Home Owner’s Loan Corpora- 
4. 62 tion (principal and interest 1, 087, 313 
3 35 5) Reconstruction Finance Cor- 
b. 31 poration (interest) 19 
2. 20 Total cash on Deposit with Treasurer of 
2. 42 the United States 1, 686, 862 
)} 00 d) All other: 
Members and Delegates balances 
with Sergeant at Arms 1, 160, 012 
Fees and other collections, clerks of 
U.S. district courts 1, 724, 393 
Special operations projects, Atomic 
7 Knergy Commission 11, 209, 411 
. 50 Railroad unemployment benefits 
and refunds 1, 590, 834 
. 38 Personal funds of patients, Veterans’ 
. 2 Administration 45, 513, 657 
niet Funds due incompetent benefici- 
. Oo aries, Veterans’ Administration 1, 694, 596 
' Collections, Farmers Home _ Ad- 
30 : ministration 6, 113, 115 
Service charges to producers, 
63 Production and Marketing Ad- 
ministration 2, 446, 779 
60 Deposits for penalties, tobacco 
. marketing quotas, Agricultural 
61 Adjustment Act of 1938 8, 889, 973 
00 Operations of functions of War 
ce Shipping Administration prior to 
69 Sept. 1, 1946 1, 003, 076 
Compensation for merchant ves- 
o sels, act Mar. 24, 1948, W ar Ship- 
“ ping Administration functions 3, 638, 659 
Refund of recovered subsidies or 
excess profits, maritime activities 5, 920, 013 


Wages due American seamen, War 
Shipping Administration fune- 


tions aa 3, 575, 621 
Unearned moneys, merchant ship 

sales, war-built vessels 16, 607, 808 
Pay of the Army, deposit fund 43, 920, 313 
Funds of civilian internees and 

prisoners of war, Army 67, 966, 047 
Pay of the Navy, deposit fund 6, 335, 819 
Pay of the Marine Corps, deposit 

fund : 2, 345, 367 
Pay of the Air Force, deposit fund_- 15, 575, 257 
Surcharge collections, sales of com- 

missary stores, Air Force__---- 1, 398, 705 


)5 $3869—353——10 


or 





140 GOVERNMENT LENDING AGENCIES 





ScHEDULE 3.—Deposit fund accounds, June 30, 1952—Continued ScHEDULI 


(d) All other—Continued 
Oil and gas deposits, submerged 
lands, Bureau of Land’ Manage- 











ment $26, 554, 429 wey 
Unearned moneys, Bureau of Land ‘ Federal | 
Management 12, 029, 700 \@) 
Contract hold-backs, reclamation 13, 635, 043 
Individual Indian money 51, 498, 721 
Sales of surplus property, foreign (b) 3 
areas, United States currency 2, 047, 049 
Unearned passport and applica- 
tion fees 3, 723, 891 
Proceeds of uneurrent and _ stale 
checks 12, 047, 988 
Payment of unecurrent and _ stale 
checks 3, 462, 817 
ncurrent military payment orders 3, 600, 915 
Proceeds of withheld foreign checks 4,491, 585 
Secretary of the Treasury, Organi- 
zation for European Economic 
Cooperation, European Payments 
Union 123, 311, 000 
Unrefined silver purchased from Re- 
construction Finance Corpora- 
tion 1, 678, 341 
Offers in compromise, Bureau of 
Internal Revenue 22. 693, 491 
\lien property cash account. World 
War I 2, 454, 760 
Interest collections on deferred sub- 
seriptions for public debt securi- 
ties 8, 803, 157 
Suspense, Office of the Secretary of 
the Treasury 28, 352, 911 . Mutu 
Emplovees’ pavroll allotment ac- of it 
eount United States savings pert 
bonds 15, 6. Publi 
Suspense 145, ’ * 
Miscellaneous deposits 29, 664, 682 
District of Columbia 77, 202 
Total all other $759, 722, 737 (l 
Total deposit fund accounts 878, 289, 308 
Reco 
met 
bat 
pri 
SCH ULE 4 Long-range commitments and contingencies Loans guaranteed or &. Vete 
mmsured by Government agencies to 
Explanation of collateral Gross 
lity ¢ ( t Defi 
Loa I le t ial institutior he guaranteed loans are secured by $52, 728, 612 lo: 
to produc rricuitural cou pledge of agricultural commodities in 
dities and cooperative market fo 
1 ) ti 
3 f ty and equipment loa Secured by chattel or real estate mort 5, 671, 141 a 
1ade by financial institutions gage on newly constructed farm nm 
storage f litic gi 
rt-Import Bank of Washingto Loa N secured by specific pledge of 39, 226, 844 
went banks to aid in finan xport teral but the foreign govern 
snd I t ents arantee the repayment of 
these loans 
Hone Admninistratio nsured fa Value of the collateral is at least equal 47,817 
i urch ins and mortgas held to th lue of the guaranteed loan 1 Re 
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ScHEDULE 4.——-Long-range commitments and contingencies—Loans guaranteed or 
insured by Government agencies—Continued 


Explanation of collateral Gross 
Federal Housing Administration 
a) Property improvement, title I, sec. 2 The agency does not have specific 1 $229, £07, 28 
Insurance of loans made by banks figures on current value of properties 
and other financial institutions for or other collateral that secure the 
improvements and repairs of resi mortgage loans guaranteed 
dential properties 
bh) Mortgage loans 
(1) Title I, sec. 8, insurance of | The agency does not have specific 43, 367, 182 
mortgages which may cover figures on current value of properties 
new and existing properties, or other collateral that secure the 
both for rent and for sale mortgage loans guaranteed 
2) Title LI: Insurance of loans on do 8, 171, 354, 64 


urban structures, farm prop 
erties and multi - family 
structures both for rent or | 
sale, including nonprofit | 
cooperative housing 

(3) Title VI: Insurance of loans for do 5, 229, 469, 419 
manufacture of housing by 
industrial processes; insur 
ince of mortgages connected 
with sale by the Govern 
ment of certain federally 
owned housing; insurance 
of short and long term loans 
to finance construction of 
dwellings and properties 

(4) Title VIII: Insurance of mort do 414, 984, 64 
gages for construction of 
rental housing for civilian 


ind military personne! of | 
the armed services anc for | 
| personnel at atomic energy 
j installations 
i (5) Title [X: Insurance of mort The agency does not have specific 18, 652, 514 
j gages on housing located in figures on current value of proper 
wreas «designated by the/|_ ties, or other collateral that secure 


President as critica] national the mortgage loans guaranteed 


i defense housing areas. 





























| 
Mutual Security Ageney (ECA): Guarantees | No collateral is involved in these trans 531, 654 
of investments in enterprises producing or actions, but an annual fee is charged 
distributing informational media or indus- | — the investor 
trial products | 
6. Public Hou Administration | 
1) Temporary loan notes issued by local | Agency does not have specific figures 525, 637, 500 
suthorities to private investors, and on current value of properties that 
ecured by loan agreements of the have been pledged 
Oy Public Housing Administration 
eae b) Bonds issued by local authorities to do 585, 785, 500 
private investors, and secured by 
308 snnual contributions contracts with 
Public Housing Administration 
construction Finanee Corporation: Agree it types of 47,812,474 
nts to participate in loans by commercial lata on dollar value 
ba to industrial and commercial enter of these securitic 
j pr . 
oor Veterans’ Administration: Guaranty of loans'| Losses on sale of foreclosed erty 7, 450, 300, OO 
to World War II veterans for the purchase may generally be established against 
f homes, farms, or business property the veteran and offset against any 
future claims the veteran may have 
against the Government No in 
formation available for the total 
value of the collateral behind the 
guaranteed loans 
g Defense Production Act of 1950: Guaranty of | Loans are secured by pledge of collat 703, 77 
loans made by private or public financing eral or assignment of money due or to 
institutions for financing contractors, ete become due under the contracts 
for performance of contracts or other opera 
114 tions deemed necessary to expedite pro 
luction and deliveries or services for the 
national defense At present there are ning 
844 uaranteeing agencies 


Potal ins guaranteed or insured as re 23, 603, 720, 848 


port d by Government agencies 


1 Represents maximum liability for claims 
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Long-range commitm 


Corporation 


Agri 
furn 


of crop 


ince to 


Joss 


ira modit sur 
protection to fart wainst 


fron lal 
) ina lable 


; sus 
Deposit Insurance ¢ 

ited insurar cCOVeTAg 

| nutual sa 

mani Ir 
insured account 

ind creditor obligations of savings and loan 


Kati 


in 


orporation 
deposit 

bank 
( 


on 
ing 
urancet 


share 


Federal Savings ar 


rage 


1] 


wpora 


in trat Marine collision 


lotal 


on 1951 crop 


Represent 


HEDULE © Long-range commitme 


credit of the 


tem fund 


Canal Zone Postal Saving 


due depositor 


temm— (funds 


Federal Re note 


Total 
I 


obligations 
nited States 


issued on credit 


1 Exeluds 
§ Excluds 


vocrued interest of $108,407,638 
vecrued interest of $261,357. 


due 
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ents and contingen« es Insurance 


Explanation of collateral 


o recoverable collateral 


Net aase 
realizes 


of Corporation and asset 


{ 
1 upon liquidation of banks 
iseets of Corporation and assets 
realized upon liquidation of savings 
and loan associations 


Net 


with face 


Government securitic 
value of $5,190,644,000 
ernment securities 


value of $1,300,500,000 


a 


Gio with a face 


1 commitments of unsettled claim 


nts and contingencies 


l'nited States 


Explanation of collateral 


Collateral amounts to $2,.730,183,851 
which consists of cash in depository 
banks amounting to $33,378,637, 
which is secured by pledge of col 
lateral of 2,307,100; Government 
securities with a face value of 
$2,558,208,900; cash in possession of 
system and other net assets of 
$158,506,314 

‘oateral consists of cash on hand and 
in depository banks amounting to 
$240,903; Government securities 
with a face value of $7,100,000; and 
other assets 

deral Reserve notes are a first lien 
against the assets amounting to 
$48,939,521,000 (including Govern 
ment securities of $22,905,712,000) of 
the issuing banks. Specific col- | 
lateral consists of gold certificates | 
and credits with Treasurer of the 
United States payable in gold cer 
tificates amounting to $13,149,000,- 
000; Government securities in a face 
amount of $13,375,000,000; and com- 
mercial paper in a face amount of 
$20,684,000 


$32 


Fe 


of the 


Obligations 


HEDULE 
( 


program 


(Tos 


Commodi 
obligati 
leral 1 
a) M 
000 
hn) 


W 


$, OOO 


mH), 


SCHEDUI 


Unpa 
Ba 
Undis 


1 sed 


Gro 


2, 617, 5A, 136 


? 7, 005, 140 


24, 135, 366, 619 


26, 759, 93.5, 805 
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ram HED LE 7 Long-range commitments and continge ncies Obligations issued by 
Crovernment corporations and agencies guaranteed by the United State 
Explanation of collateral Gross 
uy, a nodity Credit Corporation: Demand $43, 528 
gations held by bank 
i] Housing Administration 
1 OOO. 1% 1) Mutual mortgage insurance fund | Property or mortgage notes are a 9, 179, 586 
debenture quired at time debentures are 
sued 
000 ty ») War housing insurance fund deben do 34, 354 0 
ture 
Total obligations outstanding is 43, 578, 064 
aK) ¢y ued by Government corpora 
tions and agencies guaranteed 
4 by the United States 
EDULE 8 Long-range commitments and contingencies—-Other commitment 
Unpaid subscriptions to capital stock: (a) International i t 
Bank for Reconstruction and Development $2, 540, 000, 000 
Undisbursed loan commitments: 
a) Commodity Credit Corporation: 
1) Loans approved, not 
fully proces ed S186. 674 
d os (2) Storage and equipment 
loan commitments 1, 574, 597 
1 751, 27 
b) Disaster loans revolving fund: (1) Crop, livestock, 
and commodity loans 1476, 105 
Export-Import Bank of Washington (regular lend- 
4, 13 ing activitie 
1) General foreign trade $910, 910, 892 
(2) Credits to small United 
States exporters and 
importers who are un- 
able to secure assis- 
tance from commer- 
5, 140 cial banks 963, 490 
911, 874, 382 
/) Export-Import Bank of Washington (Defense Pro- 
duction Act of 1950, as amended): (1) Business 
mince loans to aid in promoting national defense 539, 760 
e) Farmers’ Home Administration: (1) Loans to aid 
agriculture 13 206, 186 
f) Yederal Housing Administration: 
1) Mortgage loans: 
(a) Title I, sec 8: 
Insurance of 
mortgages 
which may 
ao cover new and 


existing prop- 
erties both for 
rent and for 
sale 2 $24 


$24, 383, 300 


Represents unliquidated loan obligations as per fiscal records 
I ires represent mortgage commitments that have been made but insurance not issued 
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, \cHEDULE 
ScBREDULE 8.—Long-range commitments an 1 contingencié s—Other commitments—( ScHED 


2. Undisbursed loan commitments—Continued 3. Undiaht 
f) Federal Housing Adm.—Con. \g) 
? 1) Mortgage loans—Con. 

b) Title II, insur- 


structures, 
farm proper- 
ties and mul- 
tifamily 





ictures 





both for rent 

or Sale, in- 

cluding non- 

profit cooper- 

ative housing. * $1, 605, 485, 122 
c) Title VI, in- 

Surance ot 


1oans for man- 
ifacture of 
} 


housin ViIn- 


g 
Ist! al pro- 
cesses, insur- 
ance of mort- 
gages con- 
nected wit! 
sale by the 


Government 


housing in- 
Surance of 


struction of 

dwellings and 

properties 218, 153, 900 
(d) Title VIII, in- 

surance of 

mortgages for 

construction 

of rental hous- 

ing for civil- 
and miil- 





person- 

1 of the 

Armed Forces 

and for per- 

sonnei art 

atomic energy 
installations. $107, 212, S00 

e) Titk IX, in- 

surance of 

mortgages on 
housing lo- 
cated in areas 
designated by 
he Presi- 
dent as criti- 


cal national 


defense hous- 
ing areas 2 170, 339, 900 Amount 


$1, 925, 575, 022 


? Figures represent mortgage commitments that have been made but insurance not issued. 
res! sent mortgage mmitments and eligibility statements that have been made but insura 
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ScHEDULE 8.—Long-range commitments and contingencies—Other commitments—Con 


9 Undisbursed loan commitments—Con. 
q) Office of Housing and Home finance 
Administrator: 
(1) Alaska housing program: 
Purchase of obligations 
of Alaska Housing Au- 
thority to support con- 
struction projects by 
loans to private builders, 
or direct construction by 
the Authority if private 
sponsors are not avail- 
able, and character loans 
not exceeding $500 each 
for improvements of na- 
tive dwellings in remote 
areas in the Territory of 
Alaska $3, 799, 270 
(2) Loans to educational insti- 
tutions: Loans to educa- 
tional institutions to pro- 
vide housing for their 
students and faculties by 
new construction or by 
alteration, conversion, or 
improvement of existing 
structures 18, 442, 500 
(3) Prefabricated housing loans 
program, loans to busi- 
ness enterprises for pro- 
duction or distribution of 
prefabricated houses or 
prefabricated housing 
components, or for large 
scale modernized site con- 
struction; and to main- 
tain productive capacity 
of existing prefabricators 
to meet special types of 
needs for defense housing. 
(4) Slum clearance program, to 
assist local communities 
in eliminating their slums 
and blighted areas and in 
providing maximum op- 
portunity for development 
of project areas by pri- 
vate enterprise, the Ad- 
ministrator may make 
temporary and definite 
loans to local publie 
bodies for the undertak- 
ing of projects for assem- 
bly, clearance, prepara- 
tion, and sale and lease of Amount 
land for redevelopment 31, 900, 833 $58, 667, 834 
(hk) Public Housing Administration: (1) Financial 
assistance given to States and their political 
subdivisions for the provision of decent, safe, 
and sanitary housing for families in the lowest 
income group 50, 475, 076 
(7) Reconstruction Finance Corporation (including 
Smaller War Plants Corporation): (1) Loans to 
industrial and commercial enterprises; political 
subdivisions, States and Territories; and catas- 
trophe loans 


een 
on 
1) 
or 
t 

Oo 


233 
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ScHEDULE 8.—Long-range commitments and contingencies—Other commitments—Con ‘ 
ScHEDU! 
2. Undisbursed loan commitments—Continued 
j) Reconstruction Finance Corporation (Defense Pro- 



































duction Act of 1950, sec. 302): (1) Business loans Amount 
to aid in promoting national defense ‘ & $129, 384, 259 
k) Rural Electrification Administration: —_—_—— 
(1 Electric program ep 1 $538, 038, 060 2, Loans g 
(2) Telephone program 1 74, 463, 500 (e) 
- = - 612, 501, 560 
— (f) 
lotal undisbursed loan commitments 4, 152, 893, 688 
Total other commitments : 6, 692, 893, 688 
(g) 
! Represents unliquidated loan obligations as per fiscal records. 
ScHEDULE 9.—Limits on public debt, long-range commitments, contingencies, and (h) 
unused balances June 30, 1952 
(i) 
Limit Balance 
i (i) 
1. Gross public debt and guaranteed obligations (not owned by the 
lreasur $275, 000, 000, 000 $16, 493, 401, 862 
2. Loans guaranteed or insured by Government agencies 
(a) Commodity Credit Corporation: Loans made by financial 
institutions to producers of agricultural commodities 
o cooperative marketing associations, and storage 
facilit and « juipment loans (i ( 
h) Export-Import Bank of Washington: Loans by agent 
banks to aid in financing exports and imports 2 
c) Farmers’ Home Administrat‘on (Title I, Public Law 731, 
79th Cong Insured farm tenant purchase loans and 
nortgages held by financial institutions Indefinite Indefinite 
Federal Housir \ nistration 
1) Property improvement, title I, sec. 2, insurance of 
loans made hanks and other financial institu 
t for improvements and repairs to residential 
] les 1, 250, 000, 000 105, 593, 312 3. Insure 
» M S (a 
ritle I, sec. 8: Insurance of mortgages 
whicl over new and existing prop 
ertic ot r t and for sak 4 100, 000, 000 32, 249, 518 (b 
5) Title II: Insurance of loans on urba 
tructures, farm properties and multi ( 
unily structures, both for rent or sale, 
iding nonprofit cooperative housing 10, 000, 000, 000 223, 160, 233 
Title VI: Insurance of loans for manufac- (¢ 
ture of housing by industrial processes, 
“© of mortgages connected with 
sale by the Government of certain feder- 
ned zr, insurance of short- 
t loans to finance construc- ( 
iwellings and properties 7, 900, 000, 000 871, 789, 874 
tle VII: Insurance for investments in 
rental housing for families of moderate ( 
( c 1, 000, 000, 000 1, 000, 000, 000 
(¢ litle VIII. Insurance of mortgages for con- 
iction of rental housing for civilia 4. Unot 
d military personnel of the Armed zat 
ce ind for personnel at aton 5. Dire 
enerz\ stallations 700, 000, 000 176, 552, 540 
f) Title LX: Insurance of mortgages on hou 1 Not 
vated in areas de nated by the § Asse 
President as critical national defense utive O 
housing areas 6 400, 000, 000 210, 982, 400 * Pur 
: , Reorga 
' The Corporation shall at all times reserve a sufficient amount of its authorized borrowing power which, ments 1 
together with other funds available to the Corporation, will enable it to purchase, in accordance with its standin 
contracts with lending agencies, notes or other obligations evidencing loans made by such agencies under 12, 1951 
the Corporation's programs. The total ofall money borrowed by the Corporation, other than trust deposits increase 
and ad ces received on sales, shall not at any time exceed in the aggregate $6,750,000,000 10 No 
? The bank may not have outstanding at any one time loans and guaranties in an aggregate amount in 1 No 
excess of four and one-half times the authorized capital stock of the bank which is $1,000,000,000 ” Thi 
rhe aggregate amount of principal obligations on all mortgages insured under this title, on all mortgages benefic’ 
with respect to which commitments to insure have been made, and on all mortgages accepted for account of active s 
the fund and not disposed of under section 14 of this act shall not exceed $100,000,000 in any 1 fiscal year. and/or 





5 May be it to $1,000,000,000 with the approval of the President. 
* Insurance authorizations under title LX plus increases in mortgage insurance authorizations under 
other titles shall not exceed $1,500,000,000, of which $1,400,000,000 has neen authorized as of June 30, 1952. 





‘ May be increased t 50,000,000 with the approval of the President 
I 
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ScHEDULE 9.—Limits on public debt, long-range commitments, contingencies, and 
unused balances—J une 30, 1952—Continued 


Balance 


Loans guaranteed or insured by Government agencies 
Mutual Security Agency (ECA): Gu nties 
u in enterprises producing or distributing in m 
tional media or industrial products ; 000, 000 $148, 947, 266 
Maritime Administration: Administratior author 
upon certain conditions as provided in the Merchar 
Marine Act, 1936, as amended, to insure ship mortgages 
and to issue debentures to mortgagees for the unpaid 
balance on the property acquired through foreclosur 200, 000, 000 200, 000, 000 
Public Housing Administration: Bonds and notes issued 
by local authorities to private investor 
loan cements and annual contributions contracts 
with Public Housing Administration 
Reconstruction Finance Corporation (including Smaller 
War Plants Corporation) :* Agreements to participate ir 
loans by commercial banks to industrial and commercial 
enterprises 
Veterans’ Administration: Guaranty of loans to World 
War II veterans for the purchase of homes, farms, or 
business property 
Defense Production Act of 1950 
(1) Guaranteeing agencies (Executive Order No 
10161, dated Sept. 9, 1950 
(a) Department of Agriculture 
(6) Department of the Air Fores 
) Department of the Army 
(d) Department of Commerce 
€) Department of the Interior 
(f) Department of the Navy 
(g) General Services Administration 
(2) Guaranteeing agencies (Executive Order No 
10281, dated Aug. 28, 1951 
(a) Atomic Energy Commission 
b) Defense Materials Procurement Agency 


1 secured Dy 


Limitation 
3. Insurance programs 
(a) Federal Crop Insurance Corporation A cricultural ‘i mit insurance but i 
commodity insurance to furnish protection to farmers ance limited to a stated number of 
rainst loss of crops from unavoidable causes wr each commodity 
Federal Deposit Insurance Corporation nit on total insurance but lit 
n individual deposits is $10,000 


nsur 


Federal Savings and Loan Insurance Corporation No limit on total insurance but limit 
individual share accounts is 


$10,000 
Maritime Administration 
(1) Title Il, Public Law 835, 74th Cong. (marine Program has been terminated 
collision liability insurance 
(2) Title XII, Public Law 763, 81st Cong. (warrisk No limit on total insurance 
and certain marine and liability insurance) 


National service life insurance lt 


Insurance policies for each individual 
not to exceed $10,000. No limitation 
on total insurance 

Insurance policies for each individual 
not to exceed $10,000. No limitation 
on total insurance of fund." 

4. Unobligated balances of appropriations and contract authori- $13,129,489,913 

zations (estimated 
5. Direct loans under Defense Production Act $2, 106,000,000 


. 8. Government life insurance 


7 Not in excess of annual contributions appropriated by Congress 

® Assets of Smaller War Plants Corporation transferred to Reconstruction Finance Corporation by Exec 
utive Order No. 9665, out capital stock of the Corporation not yet retired 

* Pursuant to see. 4of the Reconstruction Finance Corporation Act, as amended, after giving effect to 
Reorganization Plans No, 22 and 23 of 1950, the total amount of investments, loans, purchases, and comn 
ments to aid in financing agriculture, commerce, and industry is limited to not to exceed $993,096,711 o 
standing at any one time. In addition, pursuant to the Federal Civil Defense Act of 1950, approved Jan 
12, 1951, the Corporation was given an increase in lending authority amounting to $250 million. A further 
increase of $100 million was given pursuant to sec. 714 of act approved July 31, 1951 

10 No ceiling limitation, Limit on individual real estate loans is $7,500 and nonreal estate is $2,000. 

1! No limitation 

The Servicemen’s Indemnity and 3 nee Act of 1951 (Publ 
beneficiaries of servicemen who die while in ac + Service or 1i9 
e service are entitled an indemnity 


or U. 8. Government life insurance 
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Senator Mayspank. Mr. Secretary, I understood earlier you said 
that the loan policies of the Government are all to be coordinated 
in the Treasury, is that right? 

Secretary Humpnurey. That is right. 

Senator MayBank. Those would include the farm loan policies? 
Secretary Humpnrey. I donot believeso. I think that agricultural 
polic ies are independent of the Treasury. 

Senator MayBank. What about housing? 

Secretary Humpnrey. I was talking more of the straight loaning. 

Senator Maynanx. I understand. I just wanted to get it straight. 

The Cuarrman. I think agriculture should be included in respect 
to whether there is money to pay it or not. 

Secretary Humpurey. That is right. 

Senator Maysank. He said the policies ought to be coordinated. 

Secretary Humpnrey. Coordinated through Treasury. I was 
not thinking of those. They are in a different category. 

Senator MayBank. You said you were making a study on de _precia- 
tion and amortization, and so forth, which would probably require 
legislation. You further said you were making a study to see how 
far you could FO, by orders or rules that could be implied. 

Secretary Humpurey. That is right. 

Senator Maysank. How long before you finish do you think you 
can use the regulations? 

Secretary Humpnrey. [hope fairly soon. Thev have been working 
at it a fairly long time, and they have been working with counsel for 
the Ways and Means Committee and the Senate Finance Committee, 
and I hope it will be fairly soon. 

Secretary Mayrpank. The legislation will take quite awhile. 

Secretary Humpurey. Yes. 

Senator Maysank. But you hope we will get something soon? 

Secretary Humpurey. Yes. 

Senator Frear. Just one comment, Mr. Secretary. I am gratified 
at the seriousness of this committee and the witnesses that appeared 
before it, but when I entered the room the Secretary was making some 
observations about twilight and I am a little bit distressed to think 
that the dawn of a new era that was promise «l last fall has now reached 
the twilight stage, and we are now in the dead of night. 

Secretary Humpnrey. I should say the sunrise, the sun just coming 
up. 

The CuatrrmMan. The Secretary intended to say the dawn. 

Senator Douglas. 

Senator Dovetas. Mr. Secretary, when you prepare your study 
of depreciation and amortization allowances, would you be willing to 
include in that a study of the so-called de ple tion allowances, in the 
case of oil and sulfur and various substances beneath the surface of 
the earth? 

Secretary Humpurey. Yes, Senator. The study for the new tax 
bill will involve both depletion and depreciation and amortization, 
all of the deductions. 

The Cuarrman. Are there any further questions? 

We thank you, Mr. Secretary. You have been very helpful. 

Secretary Humpnrey. Thank you very much 

The CuarrMan. Our next witness is Maxwell H. Elliott, the General 
Counsel of the General Services Administration. 
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Mr. Elliott, do you have a prepared statement? 
Mr. Exxiorr. I do not, Senator Capehart. 
The CuHarrMaANn. Suppose you proceed in your own way. 


STATEMENT OF MAXWELL H. ELLIOTT, GENERAL COUNSEL, 
GENERAL SERVICES ADMINISTRATION 


Mr. Exuxiorr. I have the report of the General Services Adminis- 
tration on S. 1523, and if it is agreeable to the committee, 1 would like 
to file it for the record. And then I can briefly summarize it. 

The Cuarrman. Very well. This is on the Thye bill, S. 1523. 

(The report referred to follows:) 


GENERAL SERVICES ADMINISTRATION, 
Washington 295, D. C., May 20, 1958 
Hon. Homer E. Capenart, 
Chairman, Committee on Banking and Currency, 
Senate Office Building, Washington 25, D. C 

DrAR SENATOR CApEHART: This is in reply to the letter of April 4, 1953, 
signed on your behalf by Mr. Ira Dixon, chief clerk, requesting the views of this 
Administration on 8. 1523, to create the Small Business Administraticn and to 
preserve small-business institutions and free competitive enterprise. 

Che bill would create a Small Business Administration as a permanent agency 
with authority to exercise certain functions to promote the interests of small- 
business concerns. The bill would confer powers upon such agency generally 
similar to those conferred upon the Small Defense Plants Administration under 
section 714 of the Defense Production Act of 1950, as amended. The latter 
agency would be terminated 30 days after enactment of the bill. 

Che General Services Administration has played a leading role among Govern- 
ment agencies in furthering the interests of small business and in increasing their 
participation in Government procurement in general, and General Services Ad- 
ministration procurement in particular. This Administration is, therefore, inter- 
ested in legislation which would further these purposes 

A careful review of the proposed legislation leads us to believe that the interests 
of small-business concerns might be best promoted by creating a small-business 
agency designed primarily to establish policies, leaving operating functions to be 
performed by established agencies upon which authority, coextensive with that 
contemplated by the subject bill, might be conferred. Such distribution of 
responsibilities very likely would result in considerably less cost than the organiza- 
tion which the bill would create. 

Section 14 of the bill provides for channeling awards to small-business concerns 
based on joint determinations between the Small Business Administration and the 
contracting agencies concerned, where such action is determined ‘‘(1) to be in the 
interest of mobilizing the Nation’s full productive capacity, (2) to be in the interest 
of war or national defense programs, or (3) to be in the interest of a well-balanced 
national economy * * *.’’ The latter basis for joint determination, which was 
not contained in the Defense Production Act of 1950, as amended, is unquestion- 
ably an attempt to establish a “permanent” basis for making preferential awards 
to small-business concerns, i. e., one not related to mobilization or national defense. 

This additional basis for joint determination might, at first blush, appear to be 
logical if a permanent agency to promote the interests of small business is to be 
created. The acceptance of such a concept, however, is fraught with possibilities 
which, if improperly administered, could have -ar-reaching and serious effects 
upon our system of free American enterprise. We would suggest, therefore, that 
the authority to make such determinations, if granted, should be circumscribed, as 
a minimum precaution, by regulations which must be prescribed or approved by 
the President. This would have the added advantage of assuring uniformity in 
policy in this significant field. 

We believe, in this connection, that the long-range interests of small business, 
as well as of national economy, will be best served not by artificial preferential 
treatment so much as by providing assistance in such ways as will permit small 
business to compete effectively on equal terms with big business. The General 
Services Administration, with this objective uppermost in mind, has emphasized 
such things as simplification and standardization of forms and procedures; allowing 
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additional productive lead time; lengthening the time for preparation and sub- 
mission of bids; scheduling deliveries to accommodate the ability of small-business 
concerns to meet them; procuring by separate contracts related items previously 
purchased under single contracts; requesting bids on part or all of the quantities 
covered by invitations, thus permitting small-business concerns to quote on their 
production capacities; broadening specifications which small business finds diffi- 
cult to meet and employing commercial standards wherever feasible; decentral- 
izing purchasing to encourage local bidding from small business; establishing busi- 
ness service centers for furnishing information and technical advice to firms 
interested in bidding; and similar measures designed, not to prefer small business 


but to equalize their competitive position. 
Vith the reservations noted, this Administration favors enactment of legislation 


providing the authority specified in the subject bill but recommends the vesting of 
operating functions in existing agencies, making. the Small Business Administra- 
tion a policymaking agency only. 

We have been advised informally by the Bureau of the Budget and by the De- 
partment of Commerce that they have no objection to the submission of this 
report. 

Sincerely yours, 
RussEvLi Forbes, 
Acting Administrator. 

The Cuarrman. Mr. Elliott, is it your intention just to testify on 
that one bill, S. 1523, and that one bill alone? 

Mr. Ex.iorr. No, it is also my intention to testify on behalf of 
Mr. Mansure, on the bill to liquidate the RFC. 

The Cuarrman. Will you yield just a moment, before the Senators 
get away. 

We have before us the nomination of Mr. Mansure, to be Defense 
Materials Procurement Administrator. He was previously confirmed 
Administrator of the General Services Administration, but he is going 
to assume two duties, as I understand it, two positions. 

Is it the wish of the committee that we hold hearings and invite 
Mr. Mansure up or should we just confirm him this morning, since 
another committee has already confirmed him for another job? 

Senator Bricker. Would it facilitate the functions of the two 
departments? 

The Cuarrman. I think so. In any event, that is the way they 
want it. He has already been confirmed by the Government Opera- 
tions Committee, and they now want him confirmed as Defense 
Materials Administrator. 

Senator Bennerr. I move we confirm him, Mr. Chairman. 

Senator Payne. Second. 

The CuHarrMan. It has been moved and seconded that we confirm 
Mr. Mansure as Defense Materials Procurement Administrator. 

Senator Dovucias. Mr. Mansure comes from Chicago, and I know 
him. He is a fine citizen and has an excellent reputation, and I think 
it is a good appointment. I would like the honor of proposing his 
confirmation. 

Senator Bennett. I have so moved. 

The Cuarrman. I neglected to say he has been approved by both 
Senator Douglas and Senator Dirksen. 

If there is no objection, then, we will report his nomination favorably 
to the floor of the Senate. And, since he comes from the State of 
Illinois, we will ask the Senator from Illinois to report it. 

Senator Bricker. Mr. Chairman, I presume there is no legal reason 
why he cannot occupy both places, but there has been no reorganiza- 
tion planned to consolidate those functions, that I know of. There 
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might be, but I hope the staff will check to seé whether or not there is 
any legal reason. 

Mr. Exxrorr. Could I answer that question, Mr. Chairman? 

The CHarrMAN. Yes. 

Mr. Exuiorr. The Defense Materials Procurement Agency was set 
up by Executive order under the Defense Production Act, and there 
is @ provision in it that expressly provides that the position of Adminis- 
trator may be held by another officer of the Government. 

Senator Bricker. Thank you very much. That covers my 
question. 

The CuarrMAN. You may proceed, Mr. Elliott. 

Mr. Exuiorr. I want to say on behalf of Mr. Mansure, that he is 
very sorry he was not able to be here himself this morning. Unfor- 
tunately, he had previously made an out of town engagement. 

Senator Bricker. Just one further question, before we leave what 
we were discussing. Was there a requirement of Senate confirmation 
in the Department set up by administrative order? 

Mr. Exuiorr. There was a requirement for conformation set up in 
that Executive order. 

Senator Bricker. Was the reorganization plan approved, or, not 
disapproved, by the Congress. 

Mr. Euuiorr. No, su. The Defense Materials Procurement 
Agency was an agency set up by the President in the Defense Produc- 

tion Act, to create agencies to carry out that act. While the act did 
not require confirmation, it was felt that the position was of sufficient 
importance that it should be confirmed. 

Senator Bricker. Thank you. 

The CHArRMAN. You may proceed. 

Mr. Euuiorr. Senator Capehart, on which bill would you like me 
to speak first? 

The Cuarrman. I think you might proceed in your own way and 
give us the benefit of your thoughts on the entire subject. 

Mr. Exvuiorr. All right, sir. 

Let me speak then on S. 1523. Let me say also that although Mr 
Mansure is new to Washington, he is not new to the problems of 
business in small business. He has been a middle-sized businessman 
himself. He was president of the Illinois Manufacturers Association, 
and he is a very, very firm believer in the American system of free 
competitive enterprise. 

He also believes that the small-business man is the one who provides 
a lot of the stimulus to competition. The small man, in order to 
compete, has to be ingenious, he has to think of new ideas, and he 
keeps the big man on his toes. 

Mr. Mansure’s views are not, in this connection, sentimental. ‘They 
are the views of an objective businessman, because his responsibility 
as you gentlemen know, is to do a very large amount of procuren ent 
of common-use items for the Government, particularly to civilian 
agencies, but we are also taking over common-use procurement for 
the military, and we also have ‘the responsibility to provide policies 
and methods of andi 

Senator Bricker. How is the procurement for the military being 
handled, by authorization from the Defense Department, or by 
administrative order? 
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Mr. Ex.iorr. The military procurement is at the present time, 
to a large degree, of course, handled by the Department of Defense. 
However, pursuant to authority in our act, and studies which are 
currently going on cooperatively, we are going to take over, under our 
act, with the approval and agreement of the Secretary of Defense, 
certain areas of common-use items. We are working actively with the 
Air Force, for instance. We have just taken over the Air Force 
procurement responsibility for paper supplies, the idea being that we 
will have a consolidated procurement, and that we will standardize 
on the number of types. 

[ think that we have already reduced, or are in the process of 
reducing the number of types of mimeograph paper from 75 to 11 
That may not be the exact figure, but it is in that order. 

Senator Bricker. As I remember the law—I do not remember the 
details—you do that at the request of the Defense Department, and 
you are authorized to do it under the law. 

Mr. Exxiorr. We are authorized to do it under the law. It does 
not work quite that way. The law says we have plenary responsi- 
bility, but that the Secretary of Defense may exempt the Department 
of Defense from our activities, unless the President otherwise directs. 
And the mechanics have been in since 1949 when the GSA was set up 
as a result of the Hoover Commission recommendation. and the 
President then said, ‘‘Continue in business as each has been doing it 
before, and work out jointly and cooperatively your areas of coopera- 
tion.” 

That is the current arrangement, sir. 

The CHarrMan. May I ask you a few questions? 

We have before us a bill that would completely eliminate the RFC. 
And we have 6 or 7 other bills to set up a small-business agency of some 
sort to loan money. Do you recommend eliminating the RFC? 

Mr. Exurorr. I would say, sir, as far as the RFC is concerned, as 
to whether or not it should be eliminated, that is a little bit beyond 
our responsibilities. I believe that is the administration’s position. 

We do have an interest in one phase of the RFC’s activity, if it is 
to be liquidated, and those are the rubber and tin programs. 

Section 3 of the bill provides that those functions would be transferred 
upon liquidation to the Department of Commerce. Under the exist- 
ing law, in connection with the tin program, the President has the 
authority to assign it. In other words, the RFC holds it by assign- 
ment from the President. 

The synthetic-rubber legislation provides that upon liquidation of 
the RFC, the President may assign that program to such other agency 
as he would designate. 

For that reason, the vehicle is already there for the President to 
designate a successor, and we suggest that section 3 be eliminated so 
that the President may have opportunity to see where those functions 
should go. 

However, if this committee feels that some agency should be ear- 
marked in the bill, then we would like to have you give some considera- 
tion to the possibility of naming the General Services Administration, 
the reason being that I believe this committee is studying legislation 
relative to disposal of the synthetic-rubber plants. 

Senator Bricker. Legislation has not been proposed yet. 

Mr. Exxiorr. I mean it is under consideration. 
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As you know, one of the responsibilities of the General Services 
Administration is to dispose of Government surplus property. We are 
in that business now, and we also consent to disposal of real estate 

Also, we are the custodians of the national industrial reserve, 
and, as I understand these plants, they may come ultimately in three 
categories: (1) The economic plants that can'run on an economic 
basis, for which the Government presumably will receive a fair price; 
2) maybe some marginal plants, which it may not be economical to 
sell but which in the national interests should be kept in a mothball 
standby reserve. The proper place, it seems to me, for those would 
be the national industrial reserve. And the third would be con- 
ceivably the plants that are so uneconomic that they should not even 
be kept in reserve. 

Similarly on tin, I think the same considerations would apply 

So, if the committee feels it should designate some agency, I hope 
you will think about GSA. 

Now, if I could say off the record 

(Discussion cff the record. 

The CuarrMan. Then, you have no recommendations from the 
GSA on whether or not we should eliminate the RFC? 

Mr. Exuiorr. No; | believe that it is the administration’s position 
Except for the tin and rubber programs, it is foreign to our activities 

The CuarrMan. Do you have any recommendations if the RFC 
is eliminated that there be an agency set up to make loans to small 
busines 

Mr. Exuiorr. Again, sir, I] would say that the lending functions 
are foreign to our activities. Our activities are in relation to pro- 
curement., 

The CuHarrmMan. Your chief interest here today is that the rubber 
program be turned over to the General Services Administration for 
liquidation, is that it? 

Mr. Exxiiorr. We would like it considered in that connection, 
if the Congress so elects. 

We also have an interest in the creation of a small-business ad- 
ministration. 

The CuarrmMan. When you say a “small-business administration”’ 
are you thinking in terms now of an organization to loan money to 
small businesses, or some other category, or both? 

Mr. Ex.iorr. Both. 1 would say, for the time being, at least, 
that there be an independent agency which would be a good shepherd 
to small business. 

The CuarrmMan. Are you thinking in terms of an agency, a small- 
business administration that would function somewhat as the present 
Small Defense Plants Administration functions, to make sure that 
small business gets its share of defense contracts? Is it in those 
terms you are thinking? 

Mr. Exiiorr. Somewhat, sir, with this qualification: Mr. Man- 
sure’s view is that it is essential to maintain small business, but that 
what small business should be given is equal opportunity to compete 
fairly with big business, and no preferential opportunity. 

To that extent, we feel this small-business administration should be 
a policy-forming organization. It should make broad programs and 
work with the operating and procurement agencies, and sit down with 
them. We feel that things lke set-asides or bid matching should be 
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used only as a last resort, because bid matching tends to destroy and 
break down competitive bidding, and set-asides limit the area of your 
competition. 

* We think there are a lot of other things that can be done, and | 
would like to say at this point, if I may, that 77 percent of GSA’s 
procurement at presefit goes to small business, and that is under 
normal competitive procedure. 

Now, among the ways we do that, we limit the size of our operation, 
or of our offerings, so that the small man can swallow it; it is not too 
big for him. We try to gear our delivery schedules in such a fashion 
that he can meet the delivery schedules. We given him enough lead 
time for delivery, and we give him enough lead time to bid. 

We also have a method whereby we let a man bid on all or part of 
an offering, so if he is is a low bidder, he can get into it. 

Another thing we are doing—and Mr. Mansure has directed that 
we accelerate this program-—is to standardize our specifications, and 
to the greatest extent practicable, to use commercial specifications, 
so that the small man can offer to the Goverment what he regularly 
manufactures. 

One of the difficulties, as I think you know, has been that it has 
not been worthwhile for the small man, or he has not had the money, 
to retool to meet the Government specifications that nobody else 
makes. Now, if we can broaden that, and in the field of common use 
items there is an area where you can do that, so we can permit a man 
to offer the Government what he makes, he is in a better position to 
compete. 

It is that sort of thing that we feel in the procurement field can be 
done and should be done before we try set-asides or bid matchings. 

Senator Bricker. I am a little bit at a loss, then, to see what 
would be the function this small business administration that you are 
talking about. In what field would function? 

Mr. Exuiorr. Sir, we must recognize human nature, and we must 
recognize that the procurement agencies—and when we are talking 
about the agencies we are talking about the contracting offices down 
the line, whose duty it is to make contracts and make them promptly. 
They are looking primarily at how quickly and how easily can they 
get a product, and it is only human nature that they would tend to 
lose sight a little bit of the collateral problem of small business. 

Senator Bricker. They are all under General Services Administra- 
tion and subject to your orders, are they not? 

Mr. Exxiorr. They are, sir. But as I say, sir, that is human nature. 

I think the same thing is true in the Department of Defense, and 
we think it is healthy to have a balance of an independent small-busi- 
ness administration that maybe looks over our shoulders occasionally, 

Senator Bricker. Could they force you or by order compel you to 
do something that you would not want to do? Could they modify 
your orders or set them aside or require a certain kind of bidding, or 
that you take one bid instead of another? 

Mr. Exxiorr. I would say no, sir; but I think a great deal can be 
done between the procurement agencies and the.n by a cooperative 
effort. It is like an independent management study m a small field. 
They come in and look at it, and then sit down with the head of the 
agency and say, ‘Now, look, in the machine-tool industry, small 
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business is not getting its share.’’ 1 am using that as an illustration, 
because that industry is totally small business. 

Senator Bricker. That is in the power of the General Services 
Administration, to do that? 

Mr. Exuiorr. Yes, sir. 

Senator Bricker. You want somebody to prod you and keep at 


you? 


Mr. Exuiorr. We think it is healthy, although so far we have not 
had a single complaint. 

Senator SpARKMAN. Would you yield to me for a question? 

Senator Bricker. Yes. 

Senator SPARKMAN. Defense purchasing is not under you jurisdic- 
tion, isit? You do not do procurement for the armed services? 

Mr. Exuiorr. We do certain common use procurement. 

Senator SP ARKMAN. Yes, but the great contracts like planes and 
euns, and things of that kind, you do not do that. 

Mr. Exviaorr. We do not do that, and we do not think we should. 

Senator SpARKMAN. Neither do I, but I want to point out just as a 
matter of fact that it is in that field—I agree with what Mr. Elliott 
has said in regards to General Services. ‘There has been a very fine 
and cooperative procurement worked out by setting your schedules 
up, as you have described, but the difficulty usually comes from getting 
people who do the big purchasing to set up similar plans, it is not 
always easy to do so. 

Senator Bricker. Would you give this Administration the power 
to say to the Defense Department, ‘‘You must give this contract to 
small business. You must break this contract up. You must pro- 
cure this kind of thing. You must modify your specifications to 
permit small business to bid.”” Would you give them that power? 

Mr. Exuiorr. I think the Defense Department, sir, should speak for 
itself on that. But, as far as the General Services is concerned, | 
would not like to see direct authority of that kind vested in the Small 
Business Administration. 

Senator Bricker. I have not heard anything from you to indicate 
the need for any new administration, if you operate the same as you 
have been, and I have no reason to doubt that you will continue. Ido 
not see the need for anybody supervising and making the rules and 
— for the conduct of your business. 

Now, it might be, as Senator Sparkman says, that there is a field 
of procurement in military materis al where the *y could perform a func- 
tion, but I do not know what it is, and that is what I am trying to 
find out. 

Mr. Exuiorr. Well, Senator, I would like to pass the question of 
military procurement. 

The CuarrMaNn. You have nothing to do with that? 

Mr. Exuiorr. We do not; no, sir. 

The CuarrmMan. Any questions, Senator Payne? 

Senator Payne. No questions. 

The CuarrMan. Any further questions? 

Do you have anything further, Mr. Elliott? 

Mr. Exuiorr. One further thing, on the RFC bill. Section 6C 
vests in the Administrator the power to dispose directly of any real 
property which he may acquire in connection with his le nding program. 
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rubber, tin and abaca programs; and liquidates certain activities undertaken 
during World War II. 

The Department of Commerce is in accord with the purpose of 8. 892. The 
Corporation is responsible for the performance of functions which are to an extent 
unrelated to each other and which are related to the major purposes of other 
Government agencies. To the extent the continuance of the functions is neces- 
sary, | believe the functions should be placed in other Government agencies with 
related major purposes. Other functions should be allowed to lapse. Both 
actions would be in accordance with economy and good management. 

Authority to make loans or give other financial assistance to small business 
inder section 714 of the Defense Production Act, as amended, or section 4 (a) 
of the Reconstruction Finance Corporation Act should be continued and placed 
in the Small Defense Plants Administration or successor agency subject to the 
general policy direction of a Loan Policy Board including among its members the 
Secretaries of Treasury'and Commerce. This authority would appear to lapse 
upon the enactment of 8. 892 unless provision is made for its continuance. 

Authority to make loans under section 302 of the Defense Production Act 
would remain in the President in accordance with that act for his delegation as 
he deems appropriate. 

The tin, rubber, and abaca programs would, under the proposal, be admin- 
istered by the Department of Commerce. It appears that under existing law 
the authority for these programs would be lodged in the President on the dissolu 
tion of the RFC with authority in him to arrange for their performance as he 
deems appropriate. We believe this authority should rest in the President and 
urge that the Congress not direct its delegation. his suggestion is made in the 
interests of good organization and without regard to the responsibility of the 
Department of Commerce under the present wording of S. 892. We believe that 
our Department is appropriate for final designation as the agency to administer 
these three programs. These appear to be programs most efficiently administered 
under corporate, trust fund type organizations. Such organization appears to 
be provided by the basic legislation setting up the rubber and abaca programs. 
It should, in our opinion, also be provided in this bill for the tin program. 

Another function carried on by the RFC, the continuation of which may be 
necessary and which would appear to lapse if 8S. 892 as presently written is enacted, 
is loans for the rehabilitation of damage caused by disasters. This function, if 
continued, should also be placed in an existing agency with a related major 
purpose. 

The remaining functions of the RFC should, in my opinion, be liquidated by the 
Treasury in accordance with S. 892. 

We have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this report to the committee and that if adequate 
provision is made for continuance of authority to make loans to small business, 
an orderly termination of the RFC would be in accordance with the program of 
the President. 

If we can be of further assistance to you in this matter, please call on us. 

Sincerely yours, 





SincLtarnr WEEKS, 
Secretary of Commerce. 


THE SECRETARY OF COMMERCE, 
Washington 25, May 20, 1953. 
Hon. Homer FE. Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

WEAR Mr. CyHarrMan: This letter sets forth the views of the Department 
with respect to 8S. 1523, a bill to create the Small Business Administration and 
to preserve small-business institutions and free competitive enterprise; 5.1559, 
a bill to amend section 13b of the Federal Reserve Act, and for other purposes; 
and 8. 1771, a bill to authorize creation of small-business insurance and invest- 
ment corporations. 

The general purpose of 8. 1523 is to create a Small Business Administration 
as a successor agency to the Small Defense Plants Administration established 
by section 714 of the Defense Production Act, as amended. Emphasis is placed 
in the policy provisions of this bill on the value of small businesses to our economy 
generally and to the preservation and expansion of free competition basic to our 
economic well-being and to the security of our country, This emphasis quite 
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properly enlarges on the policy concept underlying the Small Defense Plants Ad. 
mii istration, the activities of which were d rected toward furtherance of the 
objecti.es of the Defense Production Act of 1950, as amended. By creating 
such an agency with an increased scope of action and authorizing it to pro- 
vide direct financial assistance to small businesses, a significant step will have 
been taken toward the establishment of a single agency to which small businesses 
may look for special assistance in obteining Government orders, in solving tech- 
nical ard managerial problems, and in obtaining financial assistance when not 
available from commercial sources under reasonable terms and conditions. 

The Department of Commerce generally favors the purposes of S. 1523 and the 
procedures set forth therein for the accomplishment of these purposes. We 
recommend that the statutory standards provided by the bill relating to the 
grant of financial assistance to small businesses be tightened and made more 
precise to assure that lending activities would be fully in accord with the state- 
ment of principles laid down in section 2 (a). These standards, if modified in 
accordance with our recommendations, will provide a satisfactory broad frame- 
work within which policies would be established by the Small Business Loan 
Policy Board and a lending program adequate, in our opinion, for the needs of 
small business. In addition to clarifying language, our recommendations include 
language to insure that the $100,000 ceiling on loans to any one borrower at any 
one time is maintained, the establishment of the order of preference between 
participation and direct loans, and authority to promulgate regulations to carry 
out the general purposes of the act. Suggested language to accomplish our 
recommendations is attached. 

Your committee has under consideration a bill to dissolve the Reconstruction 
Finance Corporation to which the present small-business agency now makes 
recommendations for loans to small businesses. The bill, 8. 1523, by placing 
authority in the Small Business Administration for granting complete financial 
assistance, will assure that there will be no hiatvs in the performance of this 
necessary function, regardless of the timing of any action which may be taken 
with respect to the dissolution of RFC. Your attention is invited to section 8 
of §. 1523 which on enactment would in effect transfer from RFC any functions 
relating to the granting of small-business loans. 

At this time we accept the view that the agency providing assistance to small 
businesses may well be an independent agency. Preoccvpation with the ex- 
tremely important tasks of satisfying the immense defense demands made on our 
country so brrdens the major agencies entrusted with responsibility for the per- 
formance of these tasks that they have been unable to insure that small businesses 
are given full opportunity to contribute their talents and to participate on an 
equitable basis in the Government procurement program. Such an agency is not 
now able to provide the service expected for small business. There will come 
a time, however, when the intensity of our activities toward security will abate. 
At that time, in the interest of good government organization and economy, 
there should be an integration of this program into a regular continving agency 
of the Government. A need for a program will continue. The Department 
of Commerce, with its responsibility for fostering and promoting commerce and 
indvstry, would appear to us to be the appropriate agency to take up this job 
at that time and to devote its many resources to this task. 

The Department of Commerce under its present program of assisting business 
generally assembles certain data which are of value to an organization assisting 
small businesses, and performs activities affecting those concerns. We are glad 
to have this opportunity to reaffirm our purpose of cooperating fully with the 
small business agency in these and other related matters. 

In our opinion, a Small Business Administration with authority provided by 
8. 1523, modified in accordance with our recommendations, would provide a 
satisfactory program of assistance to small business, a program consistent with 
the desires of this Administration to assist such concerns and maintain a well- 
balanced competitive economy and at the same time, a program which gives full 
consideration to our need for economy in this period of large demands on our 
budget for national security. We believe that Federal assistance for this purpose 
should be limited to this program and we therefore prefer the enactment of 8. 
1523 to favorable action on 8. 1771 and 8. 1559, bills presently under consideration 
by your committee for the general purpose of rendering financial assistance to 
small businesses. We believe that the activities of the Small Business Admin- 
istration as outlined by 8. 1523 would provide a more comprehensive and a 
better rounded-out program than that which would be provided by the other 
bills and we strongly oppose as wasteful the establishment of duplicative grants 
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authority for this same general purpose which would result if other bills for 
» same general purpose were enacted in addition to 8. 1523 
We have been advised by the Bureau of the Budget that there would be no 
bjection to the submission of this report 
If we can be of further assistance in this matter, please call on us. 
Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce 


MopIFICcATIONS IN 8. 1523 ReEcOMMENDED BY THE DEPARTMENT OF COMMERCE 

Additional clarifying language is recommended to distinguish precisely between 
a purchase of participations and a participation on a deferred basis. We also 
recommend an order of precedence between participations and direct loans which 
would require this precise distinction. 'To accomplish these purposes, insert 
p. 9, line 15) between the word “participate’’ and the comma immediately 
following, the words: ‘‘on a deferred basis’ and add (p. 9, line 24) after the word 
“repayment ;” the phrase: “no participation may be purchased unless it is shown 
that a deferred participation is not available; and no loan may be made unless 
it is shown that a participation is not available;’’. 

To add preciseness to the $100,000 ceiling on loans to a single borrower, insert 
p. 10, line 1) after the word “loan’’, the words: “or advance’’, and insert (p. 10, 
line 2) after the word “outstanding’’, the phrase: ‘‘and committed by participa- 
tion. 

For consistency, delete the following phrase (p. 10, lines 12 and 13): “wherein 
the Administration’s disbursements are deferred,’’ and insert in lieu thereof the 
phrase: ‘‘on a deferred basis,’’. 

Subparagraph 7 (a) (3) should be amended to enlarge the permissible scope of 
participation by the Administration from 70 percent to 90 percent of the out- 
standing balance due, to delete language inconsistent with the $100,000 ceiling, 
and to clarify the language. This would be accomplished by amending this 
subparagraph (p. 10, lines 11-20) to read: 

“(3) in agreements to participate in loans, on a deferred basis, such participa- 
tions by the Administration shall not be in excess of 90 per centum of the balance 
of the loan outstanding at the time of disbursement.’’ 

Provision should be made for the issuance of consistent regulations by the 


Administrator to administer the act. Language such as the following appears 
appropriate for this purpose: 
“SEc. . (a) The Administrator may make such rules and regulations, not 


inconsistent with policies promulgated by the Small Business Loan Policy Board, 
as he deems necessary to carry out the authority vested in him by or pursuant to 
this Act. Any such rule or regulation issued under this Act may contain such 
classifications and differentiations and may provide for such adjustments and 
reasonable exceptions as in the judgment of the Administrator are necessary or 
proper in order to effectuate the purposes of this Act. 

“(b) The Administrator is authorized to waive compliance with regulations 
prescribed by him under this Act if, in his judgment, such regulations have been 
substantially complied with in good faith and where such waiver does not involve 
an increase of the obligation of the Administrator beyond the obligation which 
would have been involved if the regulation had been fully complied with.” 

This section could be inserted where appropriate with a renumbering of subse- 
quent sections. Insertion after section 20, page 19, of the bill, appears to be 
appropriate. 


The CuHarrMan. I see you have a statement, Mr. Sheaffer. Do you 
prefer to read it, or do you want to talk extemporaneously? 


STATEMENT OF CRAIG R. SHEAFFER, ASSISTANT SECRETARY FOR 
DOMESTIC AFFAIRS, DEPARTMENT OF COMMERCE 


Mr. Suearrer. If you have no objection, Senator, I will read it. 
The CuarrmMan. Whatever your pleasure is. We would like to do 

just what you gentlemen on the other side of the table would like to do. 
Mr. SHearrer. Thank you, sir. 
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I am glad to have this opportunity of appearing before this com- 
mittee to express the views of the Department of Commerce with 
respect to 5S. 892, a bill to dissolve the Reconstruction Finance Corpo- 
ration, and provide for the transfer of certain of its functions to other 
agencies of the Government, and S. 1523, S. 1559, and S. 1771, bills 
to provide special Federal assistance to small businesses. 

I shall first address myself to the bills which would provide special 
assistance to small business, particularly S. 1523. The general pur- 
pose of this bill is to create a Small Business Administration as a 

successor agency to the Small Defense Plants Administration estab- 
lished by section 714 of the Defense Production Act of 1950, as 
amended. Section 2 of the bill, setting forth the underlying policy 
of the proposal, places emphasis on the value of small businesses to 
our economy, generally, and to the preservation and expansion of free 
competition basic to our economic well-being and to the security of 
our country. This emphasis, quite properly, enlarges the policy con- 
cept which underlies the law creating the Small Defense Plants 
Administration. The activities of the latter organization are directed 
toward furtherance of the objectives of the Defense Production Act. 
As the volume of procurement contracts of Government, and the need 
for representation for small business in control of scarce materials 
diminish, the scope of authority of the agency giving assistance to 
small business should be extended to enable it to provide assistance 
consonant with the needs of such concerns. The proposed agency 
would continue to provide this assistance as needed, assist in resolving 
technical and managerial problems, and would, in addition, provide 
directly to small business concerns financial assistance in accordance 
with policies set forth by the Small Business Loan Policy Board when 
such assistance is not available from commercial concerns under 
reasonable terms and conditions. 

We, in the Department of Commerce, subscribe heartily to the 
purposes of this bill, and generally, to the procedures set forth therein 
for the accomplishment of these purposes. We recommend that the 
statutory standards provided by the bill, relating to the grant of 
financial assistance, be tightened and made more precise. The stand- 
ards, if modified in accordance with our recommendations, will pro- 
vide a satisfactory broad framework withm which policies governing 
the lending activities would be established by the Small Business Loan 
Policy Board. We believe that such a program will provide a lend- 
ing program adequate, in our opinion, for the needs of small business 
and fully in accord with the statement of principles laid down in sec- 
tion 2 of the bill. 

In our letter to this committee dated May 20, 1953, on this subject, 
we enclosed recommended language to implement our recommenda- 
tions. In general, this language would make the statutory standards 
related to lending more precise, particularly with respect to the $100,- 
000 ceiling on the amount permitted to be outstanding to one bor- 
rower at any one time, would provide an order of precedence betw een 
participations and direct lending, ind would vive the Administrator 
authority to implement the law by promulgating regulations con- 
sistent with the law and the policies of the Loan Bo ird 


By providing for an order of precedence betweer participations and 
direct lending by the agency, it will be made certain that the direct 
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loans would be made only as a last resort, after sources of private 
financing have been exhausted, 

At this time, we accept the view that the agency providing assistance 
to small businesses may well be an independent agency. Preoccupa- 
tion with the extremely important tasks of satisfying the immense 
demands security makes on our country so burdens the major agencies 
entrusted with responsibility for these tasks that these agencies have 
been unable to insure that small businesses are given full opportunity 
to contribute their talents and to participate on an equitable basis in 
the Government procurement program. Such an age ney is not now 
able to provide the service which is expected for small business. 
There will come a time, however, when the intensity of our activities 
for security will abate. When this time comes, the interests of good 
government organization and economy will dictate the integration of 
this program into a regular continuing agency of the Government, 
with a closely related major ag ea The Department of Com- 
merce, with its responsibility for fostering and promoting commerce 
and industry, would appear to me to be the appropriate agency to take 
up this job at that time, and to devote its many resources to this task. 

The Department of Commerce, under its present program of as- 
sisting business generally, assembles certain data of value to an agency 
giving special assistance to small businesses and performs certain 
activities affecting these concerns. Iam glad to take this opportunity 
to reaffirm our purpose of cooperating fully with any such agency in 
its work, 

A further word about the proposed lending activities of this agency. 
This committee has under consideration a bill which would dissolve the 
RFC and terminate certain of its functions. I shall speak in detail 
about this bill in a few moments, but 1 want to consider here the 
relationship of that organization to the present small-business agency 
and to the proposed agency. Small Defense Plants Administration, 
now, makes recommendations to RFC for loans to small businesses. 
S. 1523, by authorizing the new agency to provide financial assistance 
directly, will not only provide comprehensive service by one agency, 
but will also prevent any hiatus in this necessary lending program, 
regardless of the timing of any action undertaken with respect to the 
dissolution of RFC. Section 8 of S. 1523, on enactment, would effect 
the transfer from RFC to the Small Business Administration of the 
functions relating to the granting of small-business loans. 

In our opinion the new agency, as authorized by 5. 1523, modi- 
fied in accordance with our recommendations, would provide a very 
satisfactory program of assistance to small business. It would be a 
program consistent with the intention of this administration to assist 
such concerns and maintain a well-balanced competitive economy, 
and at the same time consistent with our need for economy in Fed- 
eral expenditures. We believe that the Federal program for this 
purpose should be limited to this proposed program, as implemented, 
and we, therefore, prefer the enactment of 5S. 1523 to favorable action 
on other bills now under consideration, 5. 1771 and 5. 1559, for assist- 
ance to small business. We believe 5S. 1523 provides a more compre- 
hensive and better rounded-out program for this purpose, and we 
would certainly object to the enactment of such bills in addition to 

1523 as duplicative and wasteful. 
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We have been advised by the Bureau of the Budget that if adequate 
provision is made for contmuance of authority to make loans to small 
business, an orderly termination of the RFC would be in accordance 
with the President’s program. 

The Cuarrman. Are you familiar with the bill that the House 
Banking and Currency Committee reported favorably a couple of 
days ago to the floor of the House? 

Mr. Sunarrer. That is the bill similar to 5. 1523? 

The Cuarrman. Did vou testify in respect to that bill? 

Mr. Suearrer. Yes, sir, 

The CuarrMan. That is the so-called administration bill; is it? 

Mr. Suearrer. | believe that represents the thinking of the admin- 
istration 

Senator Busa. Who was responsible for that bill? 

The CHarrMan. Congressman Hill; was it not? 

Mr. Sunarryer. Yes, sir. That was the Hill bill. 

The Cuarrman. It is the Hill bill, H. R. 5141, in the House, and it 
is the Thye bill in the Senate, 5. 1523 

Mr. Sunarrer. I am not certain whether the Hill bill was amended 
according to our recommendations. I have been out of the city 
I have not been brought up to date on that 

Senator SpARKMAN. The Thye bill really 
thinking of the administration; does it not? It 
Hall bill. 

Mr. Suwarrer. Yes, sir. 

Senator SpaRKMAN. The Hill bill was the first offering, and the 
Thye bill represented a reworking of it? 

Mr. Suparrer. That is correct. 

The Cuarrman. Then, you recommend the dissolution of the RFC, 


represents the latest 
was later than the 


and the setting up of a new agency? 

Mr. Suwbarrer. Yes, sir. 

The CuarrMan. Primarily to come under the supervision of the 
Department of Commerce? 

Mr. Suparrer. No, it is an independent agency 

Senator Bricker. What will be the functions of this new organ- 
ization? 

Mr. Suearrer. The general functions would compare, to a degree, 
with the functions as now exercised by SDPA, with this exception: 
It will go into the servicing of small business on a peacetime basis, 
rather than maintaining strictly the procurement functions which 
principally motivated the SDPA 

The CaarrmMan. It would loan in peacetime, and could loan both 
for the war effort and peacetime operations? 

Mr. Suearrer. Yes. Of course, the important difference is that 
there is a limit on the loan amount 

The CHARMAN, $100,000? 

Mr. Suxarrer. To $100,000, where before there had been no limit 

Senator Bricker. What is the economic ueed for it? 

Mr. Suearrer. You are speaking of the loan functions? 

Senator Bricker. Yes. 

Mr. Suearrer. There are times when small business does need 
special attention, business at a time like this, expanding under a 
defense contract, or Government contract——and the Government is 
to be a large purchaser for quite some time—a man will find 
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that he has no e xpe rience with the credit he must have. He wakens 
to the fact that he has everything he needs to do business with except 
cash. 

He may be in a small community. His local banks have lent to the 
limit. He has to change to a larger community where they are not 

familiar with his operation. There are times when the small-business 

man needs to have money or quit business. 

Senator Bricker. You mean, one who has been engaged in wai 
production? 

Mr. Suearrer. He may have been engaged in war production, 
or he may just be getting into war production, or he may have a 
Government ¢ ontré ict, or he may just be suddenly growing, by means 
of a new product, or a new business ente rprise. 

Senator Busu. May I ask a question, Senator Bricker? 

Senator Bricker. Yes. 

Senator Busn. You wouldn’t think, then, that the lending policy 
should be restricted to companies which were connected in one way 
or another with the defense effort? 

Mr. Suparrer. No, sir. 

Senator Busu. A company entirely unrelated, making toothpast 
tubes, could qualify if they have been turned down everyplace else? 

Mr. SHEAFFER. T hat is quite right, with the safeguards that exist in 
this bill. 

The Cuarrman. Why do you limit it to $100,000? That has been 
bothering me a little bit. 

Mr. Suearrer. Well, by that time it would be hoped that the 
businessman’s experience is such that, if he operates his busiaess in 
an expert fashion 

The Cuarrman. Pardon me. Are vou thinking in terms, here, of 
only loaning money to new businesses? 

Mr. SHaerrer. No. 

The Cuarrman. How can you arbitrarily set a $100,000 limit? 
For exam ple, if you loan 1 man $100,000, you might be doing him a 
grave injustice, because he might need $125,000. If he only got 
$100,000, oe might be in worse condition than he was before. 

The purpose of the RFC, originally, the fundamental purpose, was 
only to make a loan, only to participate when it was in the public 
interest. Meaning that if you — t do it that the public, not the 
businessman, not the institution, but the publie, hanes suffer. 

For example, here is a bank about ready to go broke. If they 
couldn’t get a loan, the public would suffer, the depositors would suffer. 

Here is a company in a little town of 1,000. Maybe it is the only 
industry there providing 300 or 400 people work. They own their 
homes and live there. If the company got in financial trouble, the 
Government, then, would loan them money, not to bail the company 
out, but because it was going to throw 300 or 400 people out of work 
who own their homes. There might be cases where the need might 
be $500,000. A business in a larger city where you were going to 
throw X number of people out of work. 

In other words, the primary purpose was the public interest. That 
was the original purpose. For example, I think the first loan made 
was a tremendous loan to some big bank in Chicago. But there, again, 
the primary purpose was not to save the bank, particularly, but to 

save the depositors and to save other banks. 
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It seems to me we are getting completely away from the fundamental 
purpose, if there is a purpose, for the Government making loans or 
guaranteeing loans. Unless the public has an interest in it, God 
knows, it doesn’t seem to me we ought to enter into it. Unless the 
public is going to be benefited—it is the taxpayers’ money; it is a 
Government agency—why do we particularly want to do it? 

Here is a little business employing only 3 or 4 people. They can 
easily find jobs some place else. Why would you want to bail them 
out? 

Mr. Suearrer. I wouldn’t want to bail out anybody. I don’t 
think the public interest is ignored when you 

The CHarrMan. I am not saying it is particularly in the bill. LT only 
bring it up because of the limit of $100,000. Why not $150,000, 
$200,000, or $250,000? 

Mr. Surarrer. I don’t know that the $100,000 is the exact limit 
that should be maintained. But, it at least gives the man, the business- 
man, who has started small, and comes to a place where he must, 
perhaps, change lending institutions, where he has gone beyond the 
limit of the smalltown banker, and he has to go into an entirely new 
field, an opportunity for obtaining money. In that case, this is a 
place where, under tough circumstances, he can get money. 

The CHarrMan. It isn’t quite clear to me, if the public is the one 
to be served. If a man was able to take his business up to where he 
had to have $200,000, why wouldn’t his case be just as meritorious as 
the one that could get by on $100,000. 

Mr. Suearrer. I think it would. He has time, therefore, to obtain 
the money. But there is a time element involved, occasionally, that 
I think is of great importance to the small business. 

I also see that the present taxing system has the effect on the small 
business that is of greater seriousness than it is on the large, well- 
established institution. 

Senator Bricker. We tried to remedy that 2 years ago. Isn’t 
that really the way to do the job? 

Mr. Suearrer. To remedy it by exemption? 

Senator Bricker. Yes, certainly, a certain percentage or some- 
thing of that kind? 

Mr. Suearrer. That would help. It could go too far, Senator 
Bricker, in this respect: I think a further exemption than is now 
provided for is much in order. 

But, you can take this hypothetical case of the exemption, as referred 
to in relation to a small-business man making skillets, and a division 
of a large business making skillets. You exempt, for a great degree, 
the small-business man; you go beyond a reasonable exemption, and 
the small division of the large business cannot compete. Their skillet 
department cannot compete. 

Senator Bricker. That is fair to small business. You are not going 
to penalize him? 

Mr. Scurarrer. The effect might be just that, if that is what you 
want. 

Senator Bricker. That is the only thing I can see about it. At 
the present time, all over the country, if a man has a product, has 
genius, creative ability, it seems to me he ought to have no trouble in 
getting money. If he can’t get it locally, if he still has the product, 
he can go somewhere else and get the money. 
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Mr. Scuearrer. I think it is true, but you must remember that 


through the last 20 years, we have had some dependence on Govern- 
ment financing. 


Senator Bricker. Great dependence. 

Mr. Scuearrer. And that dependence has resulted in a stiffening 
on the part of the bankers in some instances. 

Senator Bricker. Failing to do their job. They have been dump- 
ing loans on the Government. 

Mr. Scuearrer. Quite correct. But the reason for at least a 
transitory supporting of a small-business loan may be just because 
we have to get the bankers into the private business 

Senator Bricker. It seems the only justification would be to absorb 
a little of the shock 

Mr. Scnearrer. That is one of the reasons it is justifiable. 

Senator Busn. Do you feel that loans of this type should be limited, 
for instance, to communities where banking facilities are very small 
and limited, and where an industry might start, do very well, and is 
doing better, selling their products i in different States, and is a going 
concern, but the banking facilities of that community are not able to 
keep up with it? Do you feel that the loans such as this proposed 
institution would mae should be restricted to that kind of a situation? 

Mr. Suearrer. No, because the small-business man, in the large 
city, is exactly in the same position. 

Senator Busn. No, sir; 1 can’t agree with you there, because the 

banking institutions in the larger cities are able to make a $100,000 
loan every day in the week. 

Mr. Suearrer. They, more often than not, do not know this man. 

Senator Busu. They find out pretty quickly about him, if he has a 
reasonable risk. There is no trouble about finding out about a man 
in a town who is worthy of borrowing $100,000. 

Mr. SHearrer. It may be a borderline case. 

The Cuarrman. Without prejudicing my position, or your position, 
on whether or not there should be an agency to loan money to small 
business, I would like someone to sell me on the idea of why there 
should be a limit of $100,000. If the fundamental principle is correct 
that the public interest is the only interest that we ought to be 
concerned with, and I think that was the basic principle of the RFC, 
then why do we limit it? I can see dozens and dozens and dozens of 
cases in which the borrower would require much more than $100,000, 
and that to loan it to them might well be in the public interest. 

Mr. Suaerrer. I think the $100,000 figure, Senator Capehart, 
was agreed upon, or tentatively taken—it 1s really up to the Con- 
gress because it was in the realm of where the greatest need existed. 
There, again, it may be too small, and again, it may be too large. 

The CHatrMan. Do we have any statistics on that? 

Senator SPARKMAN. You remember that I asked Mr. Cravens as 
to the experience RFC had had, in order that we might see the picture 
of what action has taken place. 

The CHarrMan. I can well see where no doubt a majority of the 
loans might well be under $100,000, but I question the limiting of that, 
because if you did have a meritorious case that needed $175,000, or 
$200,000, and it was in the best interest of the public, why would you 

want to deny them? 
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Who is a little-business man? I would say anyone in the steel 
business might be. They might need $1 million, and they would 
certainly still be a little-business man in the steel business; in the 
automobile industry, or some other industries, a man employing 1,000 
people might well be in the small-business class. 

Senator SpaARKMAN. I have been concerned about this limitation, 
too. I feel there ought to be a limitation, but I have wondered about 
the $100,000. This thought has been going through my mind, Mr. 
Sheaffer, to put a limitation of $100,000 that the agency, itself, could 
make under the general policy that has been set up, but require that 
any loan of a greater amount would have to be submitted to some 
committee. I think banks often follow that policy; do they not? 

Mr. Suearrer. | think so, sir. 

Senator SPARKMAN. Couldn’t something like that be worked out so 
as to give an ample safeguard, but still give room for the small business 
that might need more than $100,000 in extreme cases? 

Mr. SHearrer. It might be. It might be that $100,000 isn’t the 
figure. Maybe it should be $200,000. The idea was to keep it in 
the realm of small business. 

The Caareman. I am thinking of a case where the RFC loaned 
$350,000 to a factory in a town—-I think the town had about 1,000 
people—which employed 400 or 500. It was the only industry in the 
town. A great majority of the employees owned their own homes. 

Had that company gone out of business, they would have had to 
sell their homes and move someplace else, because I think the nearest 
city to it was some 40, 50, or 60 miles away. $100,000, in that in- 
stance, would have done absolutely no good. I think the figure, as 
I say, was $350,000. The company got the loan. I think they have 
since repaid it. They have been very successful in expanding their 
business. 

[ am just wondering about this. We haven't had any testimony, 
yet, on this matter of limiting the amount, if we are going to do this 
thing. We wish we could get more testimony on it. I wish we could 
get more facts as to why, if it is a good thing for a man that needs only 
$100,000, it might not be just as good a thing for a man that needs 
$300,000. 

Senator Bricker. One of the complaints about the RFC was 
I saw it in my own hometown, that they had more loans than they 
could take care of. They were all submarginal loans, people who 
couldn’t get credit any place else. It almost reaches the necessity 
that you pick and choose. You are going to pick favorites. Why the 
Government should be in the business of picking one man out and 
saving, ‘‘We will loan you, and we won’t loan you,” I can’t under- 
stand. 

It doesn’t appeal to me as being the province of the Government, 
except in situations where you have no credit and you want to save 
the industry, as the chairman says, and having in mind that the 
paramount interest is the public interest. 

When you begin to pick and choose, then you are not dealing on a 
level basis with all applicants, or with all business. You will have 
one banker who says, “I am going to build it up. 1 am going to see 
that you get the credit. I will have a business here that will employ 
people in the community.’’ Another banker will say, “I don’t care. 
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You go down to Washington. You can get money down there. It 
is easy.” That doesn’t appeal to me as a proper rule. I wish you 
could convince me that it is. It is not consistent, I do not believe. 

Mr. Suearrer. The bill, of course, says that if he can’t get the 
credit locally, or wherever he is in business, if it isn’t available on 
reasonable terms—— 

The CuarrmMan. Excuse me. Is there any place in the bill where 
it speaks about the public interest? 

Mr. Suearrer. It is a great advantage that you recognize the fact 
that small-business men now are at a great disadvantage, more so 
than the big-business man, because if they are growing, they have 
nothing left for money to do business on—— 

Senator Bricker. Isn’t that true of everybody? 

Mr. SHearrer. That is right. 

Senator Bricker. The small-business man is handicapped to a 
greater extent because he hasn’t the proper tax base under the 
excess-profits tax. 

Mr. Suearrer. If he is a growing concern, and goes beyond that 
very small business that he has been listed under heretofore, his 
problem is in growing from that small business to a bigger business. 
There is where he has to change his credit. He has to get new credit. 
He has to establish those credit connections. I think that is where 
there is a realm of toughness in our taxing system, on that particular 
individual in small business, that must be recognized. 

Senator Brickrr. Are you thinking in the field of operating money 
or capital money? 

Mr. SHEAFFER. Capital money. 

The Cuarrman. Are we thinking in terms, now, of loaning money 
to businesses where, if this organization does not make the loan, they 
will be bankrupt, go out of business, or are we thinking in terms of 
helping well-financed small businesses to grow into big business, or 
both? 

Mr. Suxarrer. No, I am thinking of the realm where a man can 
grow into a bigger business, but might go busted if he doesn’t get 
Government money. 

The CuarrMan. I think we must keep those two apart. Are we 
thinking in terms, now, that if he can’t get a loan from his bank, an 
individual, or somebody else, he will go out of business, or are we 
thinking in terms of simply helping him to expand his business faster 
and grow faster? This bill, I presume, covers both, does it not? I 
think it does. 

Mr. Suearrer. The expressions in the bill are to keep the loaning 
to a minimum, and to do so only when he can’t obtain money elsewhere. 

The CuarrMan. Maybe we ought to be thinking only in terms of 
a fellow who can’t get money anywhere, that if he doesn’t get it he 
will go broke, and by going broke, it will work a hardship on certain 
segments of the country. 

Mr. SuHearrer. Or hurt the competitive economy. 

Senator Bricker. Then, you get into capital gains, where you are 
driving small business, which has growing possibilities, into the hands 
of big business, or offsetting profits against losses. 

Mr. Suearrer. Or losing control of his business by selling equity 
capital. 
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Senator Bricker. I am not yet convinced that is the function of 
Government. When a businessman is competing with a man over 
in a neighboring town who is, maybe, making skillets, and goes out 
and gets his credit. I still believe such a thing exists as individual 
initiative in this country, and if we lose it, we are lost. 

Mr. Suearrer. | quite agree with you. There is a period of 
transition. 

Senator Bricker. If you are absorbing the shock, that is an 
entirely different argument. 

The CuarrMan, If it is in the public interest. 

Senator Bricker. We have built up the psychology of depending 
on papa down here. 

The CHarrMan. We discussed, yesterday, with some of our wit- 
nesses, and somewhat this morning, that possibly some sort of a 
self-supporting corporation could be organized, where the banks, 
themselves, and the borrowers would contribute to the fund to 
guarantee a marginal loan, and make it easier for the banks to loan 
money on marginal loans. We have the Federal Deposit Insurance 
Corporation, of course, today, which guarantees deposits up to 
$10,000. I think it has been a fine institution, and well managed, 

As you well know, a man can buy credit, he can buy insurance on 
his receivables, and protect himself that way. But there doesn’t 
seem to be any system in our financial world to take care of what we 
call marginal loans. Banks don’t seem to be able to do it because 
of their charters and because of their limited capital and surplus. 
Also, they have the rules and regulations of bank examiners, and I 
presume other reasons. 

It would seem to me there might be some sort of a plan which 
would take the Government practically out of it. The Government 
today is out of the Federal Deposit Insurance Corporation entirely. 
They have no funds in it at all. I think they gave it $300 million 
originally. That has since been paid back, and they have paid 
$80 million interest, I think, on it and now they have $1,400 million 
reserve. It has been through contributions or assessments on the 
part of the banks themselves. 

Isn’t there a better way to do this along that line or with the 
underlying principle that has been employed in the Federal Deposit 
Insurance Corporation, or some such plan? 

Mr. Suearrer. There may be. It seems to me the fact that 
you are limiting it to $100,000, or even $200,000, that you prescribe 
it must not be obtainable elsewhere, and third, and very importantly, 
that the administrative treatment and the policy treatment of the 
loans themselves are a means of keeping it from going beyond the 
realm of proper governmental treatment. 

The Cuarrman. Under this bill, you are setting up, of course, a 
small RFC. In principle, you are setting up a corporation here, 
Government-owned, to make loans under certain conditions, limited 
to $100,000 to any lender. I am wondering if it is broad enough to 
do what we want to do, and if it, likewise, does not have all the bad 
features that Senator Bricker has been talking about. 

Mr. SHearrer. Here are some figures on RFC loans. 
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STATEMENT OF HAROLD B. CORWIN, DEPUTY GENERAL COUNSEL, 
DEPARTMENT OF COMMERCE 


Mr. Corwin. For the fiscal year 1952 


; 52, under section 714 of the 
Defense Production Act there were 2 loans of $5,000 and under; 1 loan 
of $10,000; 15 loans of $10,000 to $25,000. That makes 18 loans of 
$25,000 and under. The gross amount was $323,750. 

Senator Busu. Who made those loans? 


Mr. Corwin. The RFC under the DSPA. 
Senator Busu. In 1 year? 


Mr. Corwin. Yes, sir. The $25,000 to $50,000, 11 loans, totaling 
$435,000. 
From $50,000 to $100,000 there were 15 loans, totaling $1, 


That is a total of, between $25,000 and $100,000, 26 loans 


17,800. 
r 
$1,652,800. 


2 
, grossing 
Senator Bricker. What were these companies making’ 
Mr. Corwin. We don’t have that. 


Senator Bus. Are they in connection with the defense effort? 
The CHarrMan. Entirely. 


Senator SPARKMAN. There is another bracket. 


Mr. Corwin. The $100,000 to $200,000, 7 loans totaling $1,075,250; 
$200,000 to $500,000, 4 loans, totaling $1,180,000. 


Mr. Suearrer. In the year 1952 your total loans of $100,000 or 
less amounted to $20,158,032. 


Senator Busu. Do you have the number of loans? 

Mr. SHearrer. That is the figure he just gave you. 

Senator SPARKMAN. Forty-four. 

Senator Bus. Do you mean to say that the 44 loans added up to 
$20 million? 1 thought you were giving us the total loans of all types. 

Mr. Suearrer. Those are loans including $5,000 and under and 
up to $100,000. 


Mr. Corwin. 


Senator Busu. But they are not limited to defense loans? 
No; those are loans under section 4 (a) of the RFC 
Act. 


Senator Busn. Do you have the number of loans that add up to 
that total of $20 million? 
I move that table be made a part of the record. 
The CuarrMan. Without objection, it will be made a part of the 
record. 


(The table referred to follows:) 
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Mr. Suearrer. There is a total of up to and including $200,000 
amounting to $33,081,032. That was your whole RFC, was it not? 

Mr. Corwin. Yes, broken down into loans made under section 4 (a) 
of the RFC Act and section 714 of the Defense Production Act, which 
were your small-business loans. 

Mr. SHearrer. That would be, as I figure it, 271 loans under 
$200,000. 

Senator BENNET?r. 271 loans under $200,000? 

Senator Busu. Totaling $33 million. 

Senator Bricker. How many are there under $100,000? 

Mr. Suearrer. I think you had better take these figures. 

Mr. Corwin. 302. 

Senator Benner. 302? 

Mr. Suearrer. 302 under $100,000, and there are—— 

Senator Bricker. That can’t be right. 

Mr. Suearrer. Please let me make this a part of the record. 

Senator Bennerr. The point I want to make, Mr. Chairman, is 
that here we have a great concern about saving small business, and 
there are 4 million businesses in the United States, and last year we 
made approximately 300 loans. That is what percent of 1 percent? 
It is about one-tenth or one-hundredth of 1 percent that can’t get 
commercial loans. 

It is hard for me to realize that this is a problem that is so vital 
to the life of small business in the United States, that with 4 million 
businesses we make only 300 loans. 

The CuarrmMan. Are you certain of those figures? 

Mr. SHearrer. You can take the record there. 

The CHarrMan. Are you certain that RFC only made 300 loans 
during the—— 

Mr. Corwin. No, sir. Here is a recapitulation taken from the 
report of the Select Committee on Small Business. It states that 
during the fiscal year 1951 the RFC approved 2,411 loans of less than 
$100,000, in the amount of $74,976,000. This represented 89 percent 
of the number, but only 25 percent of the amount of RFC business 
loan authorizations during the year. 

Senator Bennerr. I have added these up. There are 205 loans 
under $25,000, 230 loans between $25,000 and $100,000, 435 loans 
under $100,000, and there were 41 more loans to $200,000. So that 
is 476 loans under $200,000, in the whole United States. 

Mr. Suearrer. It is quite obvious the Department of Commerce 
ought not to attempt to speak on figures of the RFC and what they 
have done. 

Senator Busu. May I make a suggestion for your consideration? 

The CHarrMan. Yes. 

Senator Busn. That you have your staff or somebody analyze this 
loan business in 1951 and 1952 and give us a report showing the size, 
the volume, and the number of loans made in those 2 years. 

The Cuarrman. I have it right here for 1952. 

Senator Busn. We can’t all read it. 

The CuarrmMan. Let me read it to you. The business loans were 
§47——— 

Senator Busn. What year? 
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The CHAIRMAN. 1952. 

Senator SpARKMAN. Fiscal year? 

The CuarrmMan. Yes. Ending June 30, 1952. It states that busi- 
ness loans were 547 for a total of $125,800,000; catastrophe loans, 
3,055, $21,700,000; public agene v loans, 17, $25,300,000; section 714, 
DPA, 55, $4,200,000: section 302 of the Defense Production Act, 175, 
$199,500,000; section 409, FCDA, too, $1,700,000. The total is 
3,851 loans, for $378,200,000. 

Senator Bennetr. Mr. Chairman, you are talking about a bill that 
has a $100,000 limitation in it. Couldn’t we have a statement of 
what the RFC has done in making loans of that size? Also, I think 
it should show the number of borrowers as well as the money involved 
which was related to defense loans, where they loaned it because of 
the national interest, where they had loaned it because these com- 
panies had defense contracts. Can we get that information? 

The CuarrMan. I think the annual report for 1952 gives it all. 

Senator Busn. All that detail? 

The CuarrMan. Every bit of the detail you asked for is in here. 

Senator Busn. I would like to have it extracted with relation to the 
problem we have before us, which is business loans exclusively of 
$100,000 or less. I would like to go to 1950, 1951, and 1952. 

The CHarrMaN. Here you have $57 million went to mining 

Senator Busu. That isn’t the point, Mr. Chairman. They may be 
contractors with defense contracts and they may not be. We are 
trying to tie this into your question about the public interest. I call 
it the national interest. 

The CuarrMan. If you will read this report, it gives you the whole 
story. 

Senator SpaARKMAN. On page 10 of the report is found this state- 
ment, which, I think, is partially an answer, although it doesn’t 
answer the last part of Senator Bush’s question: 

As in the case of loan authorizations, the bulk of the 8,375 loans, made under 
the RFC Act and section 714, DPA Act, outstanding on June 30, 1952, were for 
amounts of $100,000 or less. In 463 instances, outstanding loan obligations to the 
RFC exceeded $100,006. 

Senator Bennett. All of the business loans which we are talking 
about now in 1952 totaled 435. 

The CuarrMan. I might say, for the benefit of the members of the 
committee, that each day this committee gets the loans that are made. 
Here are some for the last few days. It comes to this committee, and 
it is on file here and any member can look at it. 

Are there any other questions? I wish you would give a little more 
thought as to why this should be limited to $100,000. 

Mr. Suearrer. Yes, sir. When I again appear, I will try to have 
my figures on other agencies better, or not bring them out. 

The Cuarrman. Without objection, I would like to place in the 
record a letter from the RFC, addressed to myself, under date of 
May 18, 1953. 

(The letter referred to follows:) 
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LECONSTRUCTION FINANCE CORPORATION, 
Washington 25, D. C., May 18, 1953 
Hon. Homer FE. Capenarrt, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 
(Attention: Mr. William F. MeKenna.) 


Dear Senator Capenart: With reference to the letter of May 7, 1953, from 
Mr. Mckenna of your staff to Mr. Horwitz, general counsel of the Corporation, 
requesting information on certain points outlined in the letter, we are submitting 
the following information 

I. When 5S. 1376 was reported to the Senate by this committee on July 13, 1951, 
teport No. 547 contained a statement on page 16 to the effect that in providing 
for transfer of Planeor 2304 at North Grafton, Mass., to the Air Force inventories 
of raw materials and work in progress were excluded from the transfer. The 
reason given for the exclusion was that RFC had borrowed money from the Treas- 
iry to finance current inventories of raw materials and work in progress. It was 
expected that RFC would retain control over these current inventories in order 
to satisfy its outstanding obligations to the Treasury for such inventories. S. 892 
contains a similar provision for transfer of this plant. Does the same situation 
prevail today as to inventories of raw materials and work in progress? 

This Corporation is no longer in the same position with respect to Plancor 2304 
as it was in 1951 when 8. 1376 was under consideration. Therefore, any legisla 
tion authorizing transfer of this Plancor can omit the reservation as to “inventories 
of raw materials and work in progress’ contained in 8. 892 and prior bills 

II]. Charges have been made that former Loan Agency Manager John J. 
Hagerty, of Boston, was assured of presidency of Waltham Watch Co. by approval 
of an KFC loan to that company, and that Mr. Hagerty received compensation 
from both the company and the RFC at the same time. ‘These matters were 
touched on during the Fulbright subeommittee hearings. The question now asked 
is whether these charges are true and, if so, whether Mr. Hagerty made restitution 


of salary received from the RFC while he was serving as an official of Waltham 
Watch Co.? 











the records of this Corporation reflect that Mr. Hagerty’s resignation from 
the RFC was effective as of \pril 6, 1949, at 5:30 p. m The records of the 
Waltham Wetch ¢ lisclose that Mr. Hagerty’s first employment by the trustees 


for the Waltham Watch Co. began on April 7, 1949. There was, therefore, no 
overlapping of the employment of Mr. Hagarty by the RFC and the Waltham 
Watch Co a 

The Corporatie records also show that at the time of the termination of 
Mr. Hagerty’s employment on April 6, 1949, he received a lump-sum check for 
total accured unused leave amounting to 726 hours. Under the laws then existing 


regulating the accummlation of leave, Mr. Hagerty was entitled to such payment 
fo. accrued unused | é the amount shown at the time of his termination of 
empl ent with the RF¢ There is no legal impediment to a retiring employee 
obteining employment with a private employer during the period which would be 
covered by his terminal leave pay from the Government. There is. therefore. 


no moneys due from Mr. Hagerty to the RFC by virtue of the change in employ- 
ment 


ITI. Is it still necessary that RFC retain the debt-priority benefits granted by 
sectir 3466 of Revised Statutes in connection with its liquidation of wartime 
activities? 

The debt priority benefits granted by section 3466 of the Revised Statutes in 
connection with RFC liquidation of wartime activities should be continued. 
In a large proportion of cases, RFC is an unsecured creditor. Experience has 


hown that where bankruptcy is involved, practically the sole means of recovery 
thr reliance on the cited statutory priority benefits. The avail- 
ability of such benefits through the remaining stages of wartime activity liquida- 
tion will aid in obtaining greater recoveries to the Government and will insure 


has beer I 


ugh 








desiral iformity of treatment as to all debts falling within the categories 
accord vy existing law 

IV remains to be done in connection with liquidation of these 
activities 

As of March 31, 1953, there remained for liquidation assets and liabilities 
aggregating $59,080,187. This amount falls into the following groups 
are shown in comparison with $124.777.028 of assets and liabilities outstar 
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Mar. 31, 1953 June 30, 1950 Decrease 

Aluminum and magnesium forgings plant $4, 273, 380 $4, 267, 230 ($6, 150) 
Other plants and equipment 19, 461, 205 52, 134, 019 $2, 672, 724 
Miscellaneous inventories of property 3, 259 1, 041, 219 1, 037, 960 
vans, advances, and receivabl 42. 869, 861 38. 421. 680 5 551.819 
Other assets 21, 102, 419 21, 102, 419 
l‘otal assets . 607. TOK 116, 966, 567 60, 258, 772 
Liabilities related to above program 9 472, 302 7.810. 461 5. 338, 0690 
Total 59, O80, 187 124. 777, 028 65, 606, 841 


In addition to the above, there were recorded contingent assets of $4,924,764 
and contingent liabilities of $25,405,669, a total of $30,330,433 compared with a 
total of $21,418,339 at June 30, 1950. 

Of the assets and liabilities, items aggregating $636,163, and of the contingent 
assets and liabilities, items aggregating $25,757,095, are in litigation (the figures 
pertaining to litigation reflect the estimated contingent liabilities as distinguished 
from the actual amounts involved in the suits). 

V. Does the corporation still require an exemption from maturity limitations 
for securities or obligations received by RFC as a claimant in bankruptey or 
equitable renegotiation or as a creditor in proceedings under section 20 (b) of 
the Interstate Commerce Act, as amended? 

It is in the interest of the Government in the liquidation of loans made or obli 
gations purchased under the RFC Act that the exemption from the 10-year 
maturity limitation continue with respect to securities or obligations received by 
RFC as a claimant in bankruptcy or equitable reorganization or as a creditor in 
proceedings under section 20 (b) of the Interstate Commerce Act, as amended 
The purpose of this exemption is not to authorize RFC to make loans for periods 
longer than the 10-year maturity set forth in the statute, but to provide for effec 
tive use of the various reorganization procedures available when a debtor gets into 
financial difficulties and is unable to pay its obligations as they mature. If this 
exemption is removed, it is reasonable to expect that in many cases feasible and 
advantageous reorganizations involving the issuance of securities or obligations 
to RFC as a claimant or creditor would be prohibited or rendered impossible 
This would result in cases where RFC is a principal creditor in immediate liqui 
dation, which might well result in the RFC receiving substantially less than under 
a plan which would allow for deferred maturities. This would be particularly so 
in cases where a considerable portion of the 10-year period had elapsed at the time 
of the institution of the reorganization proceedings 

Furthermore, serious legal conflicts may result between the RFC Act, the Bank- 
ruptcy Act and the Interstate Commerce Act In those cases where the RFC has 
only a minor interest as claimant or creditor, it would raise serious question as to 
the court’s authority to require RFC to accept securities or obligations maturing 
at a date more than 10 years from the date of the original obligation held by 
RFC, notwithstanding the 10-year maturity limitation contained in the RFC 
Act. 

VI. Does the Corporation still need a provision which extends the loan maturity 
for such time beyond 10 years as is estimated to be required to complete construc- 
tion, in the case of a loan for construction purposes? 

If the RFC is to continue to have authority to make construction loans in proper 


cases, then it will be necessary to retain the maturity provision allowing the 


period of estimated construction in addition to the maximum period fixed by 
statute. If the construction is new construction involving the expansion of in 
dustrial facuities and the source of repayment of the loan is from production from 
the new facilities, such production will not come into being until the construction 
is completed. Under such circumstances, it would be impossible to obtain repay- 
ment or any portion thereof prior to the time the facilities went into ] roduction 


t 
If repayment begins only after the construction is completed, then whatever 
maximum maturity is fixed by statute, the borrower, in the proper cases, should 
be allowed to have that maximum maturity if it is necessary to repay the loan 
out of profits earned through operations. 

VII. In the tax exemptions granted by section 8 of the RFC Act is it still neces- 
sary to refer to “any other public corporation which is now or which may be 
hereafter wholly financed and wholly managed by the Corporation’’? 

The RFC still has two wartime subsidiaries, War Damage Corporation and 
United States Commercial Company. They are in the process of liquidation, and 
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pending their liquidation, the exemption granted by section 8 of the RFC Act 
should continue to apply to them 

VIII. In the same section 8 does the Corporation still hold preferred stock of 
national banks or preferred stock, capital notes, or debentures of State banks and 
trust companies acquired before July 1, 1947? If so, is it still necessary to carry 
forward the tax exemption granted in favor of the Corporation while it holds such 
securities? 

All of the preferred stock of national banks and all of the preferred stock, 
capital notes or debentures of State banks and trust companies now held by RFC 
were acquired before July 1, 1947. In our opinion, it is still necessary to carry 
forward the tax exemption granted by section 8 of the RFC Act, as amended, 
in favor of RFC while it holds such securities. If the income derived from such 
securities is made subject to Federal income tax, no substantial benefit will be 
derived therefrom by the United States Government. Profits made by RFC are 
now paid by way of dividends to the United States Treasury and such profits 
would be reduced by the amount of taxes required to be paid. Also, there would 
be additional expenses incurred in connection with the making and filing of returns 
and the creation and maintenance of appropriate records in connection therewith, 
which expense in turn would have to be deducted from the profits of the RFC. 
If such securities and the income derived therefrom are made subject to taxation 
by any State (including the District of Columbia), county, municipality, or local 
taxing authority, the profits available to the RFC and the United States Treasury 
from such securities would be materially reduced by reason of the State or local 
income and personal property taxes. The dividend rate on the preferred stock 
and the interest rate on the capital notes or debentures were fixed by the RFC in 
the light of the exemption from taxation of such securities and the income there- 
from. It would be legally impossible to increase the dividend rate or the interest 
rate to offset State or local taxes without the consent of the issuer which cannot 
reasonably be expected to be obtained. 

IX. Is litigation stemming from wartime liquidation activities still a substantial 
problem? 

As of March 31, 1953, RFC was defending suits asking an aggregate recovery 
of over $300 million and was itself suing for amounts in excess of $3 million. 
While the case workload has decreased steadily since June 1950, the litigation 
problem is still a substantial one both with regard to the amounts in suit and 
the importance of legal questions involved. 

X. What objection would there be to transferring responsibility for such 
litigation to the Attorney General? 

Transfer of responsibility for RFC’s wartime liquidation litigation activities to 
the Attorney General would neither effect economies in handling costs nor aid in 
expeditious disposition of cases. This has been concretely demonstrated in those 
instances where the Attorney General is now vested with responsibility for RFC 
litigation such as matters before the Emergency Court of Appeals and the Court of 
Claims, respectively. In these areas of activity, RFC does al! requisite prepara- 
tory work which is then submitted to the Department of Justice for what in 
many cases amounts to duplication of effort. Difficulties arise out of unfamili- 
arity of the Department’s lawyers with RFC corporate practices and procedures, 
which are sharply distinguished from those obtaining with respect to the United 
States as such. Inevitable delays are thereby occasioned. Under such a policy, 
the Government pays twice for the same job and of necessity is slowed up in the 
conduct of cases by the attendant duplication of work and by the already heavy 
Department of Justice workload. With relatively few personnel operating under 
clear and direct lines of authority, RFC functions litigation is a manner impossible 
under regular Government departmental organizational setups. 

As respects the current workload, wherein cases are at varying stages in courts 
throughout the country, the transfer would involve transferring the work from 
lawyers now fully acquainted with the cases to new lawyers having no previous 
experience with the matter. No manifest advantages of any kind would flow 
from a transfer of responsibility since this could result only in useless expense 
and delay plus serious risks to the Government’s interests. 

RFC’s litigation experience during the past 21 years has been very successful 
in the State and Federal forums wherein it can sue and be sued. The intimate 
knowledge of RFC corporate affairs possessed by the officers and staff responsible 
for its representation has contributed much to this favorable record. Similar 
results could not be expected in the event of a divorcement of a major part of the 
corporate legal responsibility to any outside source whatsoever. 

Sincerely, 
K. R. Cravens, Administrator. 
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Senator SPARKMAN. I would like to suggest to Mr. Sheaffer, as sug- 
gested to Mr. Humphrey this morning, Mr. Burgess and Mr. Cravens 
yesterday, that further thought be given to the possibility of working 
out some kind of a plan along the line the chairman mentioned a few 
minutes ago, some kind of a self-sustaining agency. Several of us have 
introduced bills to provide for insured loans somewhat similar to title I 
of the FHA. There was a bill, by the way, that was sent to this com- 
mittee about 3 years ago by the Federal Reserve Board, and a bill 
which at that time left the Board strongly backed. That may not be 
the answer, but it seems to me, somewhere, somehow a plan can be 
worked out whereby loans of this type can be made by the bank in 
the community whereby that bank could be pretty well insured against 
unusual losses 

The Crarrman. I would even go so far as to say that the plan 
might include a portion of the profits that a company made over a 
period of 5 or 10 years, that might well be thrown into this fund. I 
am just thinking out loud about it. That might be preferable to what 
we are talking about. 

Senator Bricker. I would like more attention paid to some suc- 
cessful business and not so much attention paid in the Congress of 
the United States to business that is not sound. I think more can be 
done in the tax field and spending field than any place else. 1 may 
be wrong about that, but I would like to see this whole housing pro- 
gram ultimately taken over by private financing. 1 think the banking 
institutions of this country, and insurance companies maybe, have been 
negligent of their responsibilities and their opportunities in not getting 
into that. The Government entered into that field for one thing only, 
the paramount interest of our people to get houses. The boys were 
coming home. ‘That was the justification for it. 1 can’t see the justi- 
fication for a great amount of money going into marginal loans. 

Mr. Suearrer. If we had no taxes on business, on corporate taxes, 
neither would I. 

Senator Bricker. Don’t say “no taxes,” say “unfair taxes.”” The 
excess-profits tax does penalize the little fellow starting in business. 
The only justification for the excess-profits tax is because it has a good 
name. It is a political name, and you know it as well as I do. 

Mr. Suearrer. If the little-business man had no taxes on his 
corporate profits, he would still have a rough row to hoe. 

Senator Bricker. But business has grown in this country. That 
is the reason we are great. For more than 150 years we had free 
business and private credit. 

Mr. Suearrer. But you were not in many instances taking $7 out 
of every $10. 

Senator Bricker. I grant you that is true. All business is being 
taxed. You can’t save any money in private life any longer. 

Mr. SHearrer. It is tougher on the smaller business than the 
bigger business. 

The CuarrMan. A man can insure a bank’s building, its receivables 
through the FDIC, but there is no protection on marginal loans. 
Frankly, I would like to see us tackle the problem and see what can 
be done. I am not thinking in terms of the Government doing it. 
Maybe the Government could supervise it, in somewhat the way the 
State banking commissions supervise the banks and the way the FDIC 
supervises deposits, The Government might have to help start it. 
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I am thinking of some sort of a plan where the Government could get 
completely out of it and stay out of it, except in a supervisory way, 
as they now supervise our insurance companies and our banks. 

I believe if we attack that problem, over a period of many years it 
might become fundamentally sound and the Federal Government 
would not be making loans directly to business. I think it might 
cover a broader field. The best we can do under a direct-loan plan is 
limit them to $100,000, more or less. There are a lot of businesses in 
the United States that do not go out of business when their home banks 
will not lend them money, but they come down and make a loan at 
the RFC 

Senator Bricker. And there are a lot that come down here and 
don’t get it 

The CHarmman. That is right. If we could get something to cover 
the whole field, having an insurance basis, it would be much stronger. 

Senator Bricker. | will go along with vou on that if you will then 
get the Government out of it, as in the case of the FDIC, and to leave 
it in private hands, recogni ing the individual’s ability. 

Mr. Suearrer. I quite agree. I think that is the objective. 

1 merely want to end by saying that of the bills that are here, 
S. 1523 looks to us like the best. 

The CHarrman. You understand, as we all do, that you have to 
have legislation introduced before you can have hearings. 

Senator Bricker. We have the right to change our minds. 

The Cuarrman. We try, as a result of the whole thing, to come up 
with the right answer. I don’t think one should be critici’ed for 
introducing legislation for the purpose of hearings. I want to con- 
gratulate you on the part you have played in helping draft this original 
5. 1523. We have already instructed our staff to start work, at least 
start thinking about it and see if they can’t come up with a principle 
here along the lines that we have been discussing, of some sort of 
insurance that will cover the whole field of marginal loans. I believe 
we can do that. 

Mr. Suearrer. I think that is quite in order. I do think we ought 
to say that we think S. 1523 fills the requirements of peacetime 
better than the continuation of the SDPA. 

The CuarrMan. In other words, if you are going to eliminate the 
RFC, it is certainly a good substitute. I think we ought to go further 
than that and get into the fundamentals of it and get something that 
would be lasting and would be a benefit to all the people and all the 
banks, so that the banks can have more confidence and know that 
they are at least partially protected when they make marginal loans 

I don’t think any bank turns down a loan just for the sake of 
turning it down. They either don’t have the money or they don’t 
think the eredit risk is good or they don’t like the management. 
They are in business to loan money. 

But. on the other hand. if the bank bas a million dollars to loan, 
it can loan $1 million to 1 concern and have 1 account to service, they 
are certainly going to do it rather than loan $10,000 to 100 people 
and have 100 accounts to service 

Mr. Corwin. Mr. Chairman, as was pointed out in the Secretary’s 
letter to you of May 20, on S. 892, which | hope will be ineluded in 
the record 
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The Cuarrman. It has already been made a part of the record 

Mr. Corwin. That incorporates some amendments you have been 
speaking of. 

The CuarrmMan. We thank you very much, Mr. Sheaffer. We will 
possibly have you back again before we get the problem settled. 

We will stand in recess until ten o’clock tomorrow morning, at 
which time we will have the Administrator of the SDPA 

(Whereupon, at 4:15 p. m., the committee recessed, to reconvene 


May 22, 1953 
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FRIDAY, MAY 22, 1953 


Unirep STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to notice, at 10:10 a. m., in room 
301, Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart and Payne. 

The CuarrmMan. The committee will come to order. 

Our first witness. will be Mr. Brynildssen, Acting Administrator of 
the Small Defense Plants Administraton. 

Mr. Brynildssen, do you have a prepared statement? 

Mr. Brynitpssen. Yes, I have, Mr. Chairman. 

The CuatrmMan. Would you prefer to read it, or have it placed in 
the record, and talk extemporaneously? 

Mr. Bryntipssen. | prefer to read it, sir. 

I brought with me this morning Mr. Albert J. Rosenthal, Deputy 
Administrator; Mr. William L. Rollins, Director of the Office of 
Financial Assistance; Mr. Jerome S. Plapinger, General Counsel; and 
Mr. Charles H. Swisher, Director of the Office of Contract 
Procurement. 

The Cuarrman. All right, you gentlemen may proceed in your 
own way. 


STATEMENT OF YNGVAR BRYNILDSSEN, ACTING ADMINIS- 
TRATOR, SMALL DEFENSE PLANTS ADMINISTRATION 


Mr. Brynitpssen. I appreciate this opportunity to present the 
views of the Small Defense Plants Administration on several bills 
of considerable importance to small business. One of these, S. 1523, 
would establish a Small Business Administration as a permanent 
independent agency, thereby continuing the programs instituted by 
the Small Defense Plants Administration. 5. 1559, 8S. 1771, S. 1907, 
S. 1912 and S. 1913 are all designed to cope with the problem of 
providing financial assistance to small concerns. 5S. 892, also under 
consideration, relates to the dissolution of the Reconstruction Finance 
Corporation, and also provides for the transfer of certain of its func- 
tions to other Government agencies. 

SDPA was created in July 1951 by legislation which added section 
714 to the Defense Production Act of 1950. Congress found, as it 
had during World War II prior to the formation of the Smaller War 
Plants Corporation, that only a single-purpose, independent agency 
could function effectively on behalf of small business. In spite of 
the numerous handicaps under which we have had to operate, the 
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wisdom of the Congress in creating SDPA and making it independently 
responsible to the President has, I believe, been more than justified 
Hundreds of smal! businessmen throughout the country have found 
it so and have made their favorable opinion known to us. 

Therefore, we are gratified that S. 1523 is based on the principle of 
consolidating and centralizing small business assistance programs in a 
single, permanent, independent agency. 


~ 192 


1523 provides, with 1 important exception, for the same au- 
thority in a new agency as is now possessed by SDPA under section 
714 of the Defense Production Act of 1950 


{ as amended. I have 
attached i 


» this statement a simple chart, showing the parallel 
authorities contained in section 714 and in the present bill. 
In view of the parallel provisions of S. 1523, 


[ believe you will bi 
interested in 


our experiences with the principal programs initiated 
uader section 714 in the field of procurement and financial assistance. 

The record of SDPA’s efforts is set forth in detail in our fifth 
quarterly report, which was filed with the Congress last January 15, 
and was made a part of the record of the hearings of this committee 
on the Capehart bill, 5. 1081. This report has been supplemented 
in our sixth quarterly report, transmitted to Congress on April 15; I 
request the permission of the committee to introduce this report as 
part of the record of these proceedings. 

(The report referred to will be found in the appendix, p. 419.) 

Mr. Byrnitpssen. I would like briefly to give you some of the high- 


lights of our programs, together with some observations which I 
believe to be pertinent. 


CERTIFICATES OF COMPETENCY 


Under section 714 (e) (6) SDPA is authorized 
to certify to Government procurement officers with respect to the competency, 
as to capacity and credit, of anv small-business concern or group of such con- 
cerns to perform a specific Government procurement, contract. 

Such certifications are made ‘conclusive’ upon procurement officers. 

Section 13 of the pending bill continues this authority. 

By means of its certificate of competency, SDPA has been able to 
prevent the disqualification of a small business on the ground of 
“incompetency,”’ when actually the business is fully qualified for the 
award of acontract. It has been one of the most effective powers held 
by SDPA. 

To date, 96 certificates have been issued covering contracts in the 
aggregate amount of $63,409,774. In no instance to date has the 
small business which obtained its contract on the strength of a cer- 
ficate defaulted in its undertakings. 

If these successful bidders had been disqualified, and if the contracts 
had been awarded to the next highest bidders, the aggregate price 
paid would have been increased by $4,502,000. This figure, which 
represents a clear saving to the Government, amounts to about 130 
percent of the entire expense of administering SDPA during this same 
period. 

Thus, in the process of assisting small business, SDPA has also made 
money for the Government. 

Impressive as this saving may be, the potential economies of the 
certificate program are even more impressive. Despite the steps we 
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have taken to disseminate information about this program, only a 
small proportion of small-business concerns appear to be aware of 
their right to apply to SDPA for certificates. Under procedures 
established between this agency and the various military depart- 
ments, contracting officers are supposed to see to it that no small 
business low bidder is turned down for reasons of capacity or credit 
without SDPA being informed and given an opportunity to consider 
the eligibility of the concern for a certificate. 


JOINT DETERMINATIONS 


The authority under which SDPA, jointly with each procurement 
agency, earmarks procurements for small business, is contained in 
section 714 (f) (2) of the present act. It would be continued in the 
new agency by section 14 of S. 1523. This authority is the principal 
device to carry out the congressional policy that a fair proportion of 
total Government purchases should be awarded to small-business 
concerns. 

Joint determinations relate only to contracts which are clearly 
suitable of performance by small-business concerns and which should 
be awarded to such concerns in the interest of mobilizing the Nation’s 
full productive capacity, or in the interest of the national defense 
program. 

The importance of this polic; y and of continuing and strengthening 
this key device is clear. Federal Government purchases, the over- 
whelming part of which are for national defense, have grown to con- 
stitute about one-sixth of the gross national product. Even with 
the plans now under consideration for substantial budget cuts in 
defense expenditures there will not be any really substantial drop 
in this fraction and, as long as threatening world conditions continue, 
military procurement will continue to be a major influence in the 
Nation’s economy. The figure of one-sixth of the gross national 
produce is an average figure, of course, and in many lines of produc- 
tion Government purchases comprise a still larger part—aup to a third 
or a half—of the total market. Small-business concerns will for 
some time have a major stake in getting a fair share of these purchases. 

Although the joint earmarking procedures established under this 
authority have been operative with all 3 military services for only 
about 10 months, defense contracts valued at approximately $548 
million had been set aside exclusively for small business as of May 8. 

The program set out in the military directives provides that SDPA 
representatives may be assigned to contracting offices of the three 
military departments. Procurement requests are jointly screened by 
the military and SDPA so as to identify those capable of performance 
by small concerns. If the procurement is susceptible, a joint deter- 
mination restricting all or a specified percentage of the procurement 
for placement with “small business may be made. Both our man and 
the military’s representative must agree before a joint determination 
for all or part of a specific procurement is entered into. 

The cooperation of military procurement authorities in establishing 
and carrying out this program has been somewhat spotty. It took 
8 moths of negotiation, from December 1951 to August 1952, before all 
3 military services had agreed to put into effect this procedure which 
Congress had provided for. Even after this, various obstacles have 
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continued to be encountered in the lower echelons, in our attempting 
to carry out the program. Some of them have been cleared away, but 
others arise in their stead. 

Even under acceptable procedures we have found that much de- 
pends on the degree of sympathy held by responsible officials for the 
policy of obtaining a fair share for small business. At one major 
procurement center for example, in the early stages of the program, 
out of 204 proposed joint determinations with a value of $34,551,608, 
only 1, with a value of $28,925,was actually agreed upon. We assem- 
bled 5 current eases, all clearly appropriate for small business, and 
brought them to the attention of the appropriate higher official at the 
Pentagon. He agreed with our position and ordered the joint determi- 
nation entered into. 

[ cite these difficulties not in the spirit of complaint but to illustrate 
the fact that progress has been painfully slow in this area and to 
illustrate the kind of problems a new agency must face and the roads 
it must re-travel 

I should, therefore, like to renew my suggestion made at hearings 
on 5S. 1081 that this committee consider including in the proposed bill 
stronger authority in the field of joint determinations. One way to 
do this would be to permit SDPA to make unilateral determinations 
earmarking appropriate procurements in whole or in part for small 
business. 

FINANCIAL ASSISTANCE 


It is universally recognized that many small concerns are in need of 
financial assistance. ‘There is a shortage of private capital available 
to small concerns, either in the field of intermediate- and long-term 
credit or as short-run working capital for the processing of defense 
contracts. SDPA has endeavored to help small business in overcom- 
ing both of these disadvantages. 

Section 714 authorizes SDPA to recommend to the RFC loans for 
small business concerns. Thus far, 394 loans totaling $49,566,937 
have been made by RFC on our recommendation. ‘This is only part 
of the story, however. Financial specialists in our regional offices 
have in every case endeavored to find private financing for each appli- 
cant, and have recommended Government financing only as a very 
last resort. Actually, the Government loans made as a result of 
SDPA action have been rendered far less often than the financial 
assistance otherwise made available through our efforts. 

One shortcoming in SDPA’s authority is that we have never been 
able to be completely certain, in issuing a certificate of competency, 
that an RFC loans, if needed, would be forthcoming. This is because 
we can only recommend and not direct that agency to provide the 
necessary financing. 

As a result of an RFC directive recently issued, this uncertainty has 
unfortunately now been resolved, to the detriment of small business. 
[t seems quite apparent from this directive that RFC henceforth will 
approve virtually no loans to finance small-business defense contracts. 
As a result, and until the policy is withdrawn or modified, our field 
offices are not considermg applications for certificates of competency 
which indicate that RFC financing is necessary. 

The Loan Policy Board of the RFC, without consulting SDPA, on 
May 15 approved policy statement No. 2. Under section 3.1C of 
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the policy statement, in order for a concern to be eligible for a loan, 
even under section 714, to finance a defense contract, the loan applica- 
tion must 

be accompanied by the advice of the interested procurement branch that the goods 
or services are not available or obtainable from a contractor not requiring RFC 
issistance, or, for reasons satisfactory to the procurement branch, such branch 
desires the particular contractor to provide the goods or services 


It is obvious that the foregoing will result in the squeezing out of 
all small-business concerns from consideration for any Government 
financing under the defense program except in those rare or unique 
cases Which meet the restrictive requirements of the above section. In 
addition, the Government will be deprived of the savings effected in 
connection with issuance of certificates of competency 

This committee will recall that when it was considering S. 1081, 
the Capehart bill, extending certain provisions of the Defense Produc- 
tion Act, it objected to the rule of the Department of Defense that 
V-loans could be made onlv where there was no alternative sources of 
supply. In your report (S. Rept. 138, 83d Cong., Ist sess., p. 19 
you stated: 

Your committee therefore amended the section to make crystal clear the intent 
of Congress that no application by small business for a V-loan shall be denied 
solely by reason of alternative sources of supply 

The bill, including this amendment, has since passed the Senate 
Now we are faced with a policy directive governing all RFC loans, 
including those made under section 714, imposing the same restriction 
with which your committee has found fault in connection with V-loans 
If this restriction is allowed to stand, or is carried over by the policy 
board established in connection with the proposed Small Business 
Administration, a crippling blow will be dealt both to the small- 
business lending program and the certificate-of-competency program. 

If the new agency is to be truly independent, it must be divorced 
from any dictation of its policies by other agencies. In this connec- 
tion it might be noted that section 7 of the proposed bill authorizes 
the agency to make loans and advances in accordance with general 
policies prescribed by a Small Business Loan Policy Board composed 
of the Administrator and the Secretaries of Treasury and Commerce. 
I suggest that the authority of this Board be made advisory so that 
the independence of the new agency is not jeopardized. 

We also suggest that the provisions of section 7 (a) (1) of the pro- 
posed bill be clarified so the requirement that loans must be ‘of such 
sound value or so secured as reasonably to assure repayment’’—which 
language is similar to that contained in the present RFC Act—does 
not necessarily require fixed-asset collateral security, as the RFC has 
interpreted this similar language. No such limitation has been applied 
to loans under section 714 where the general productive ability of the 
borrower has been given considerable weight and where if the com- 
petence of the borrower has been demonstrated the assignment of a 
Government prime or subcontract has been considered as good protec- 
tion of the Government’s interest. While the language referred to 
above need not necessarily be so restrictively construed, without 
further clarification there is an ever-present danger that it may be so 
interpreted and completely nullify any small-business loan program. 

Section 7 of S. 1523 would also authorize the Small Business 
Administration to make loans rather than recommend them to 
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another Government agency. This would solve the problem of loans 
to back up certificates of competency, except for 
fic ulty: the provis sion in secttion 7 (a) 


\< 


one serious dif- 


(2) that no borrower may have 
more than $100,000 outstanding at any one time. 


In connection with this latter provision, the committee will be 
interested in a review of our experience to date in assisting small- 
business concerns to obtain RFC loans. 

A limitation of $100,000 would have barred nearly three-quarters 
or 73 percent, of the dollar value of loans recommended by the 
SDPA and approved by the RFC. A $100,000 limitation would also 
have prevented most of the assis stance we have been able to render 
concerns with only 100 or fewer employees. Even minty smallest of 
of small concerns would have had almost two-thirds, or 66 percent, 
of their dollar approvals blocked by the $100,000 ceettation. One othe: 
statistic is also pertinent: the average size of the loan made by RFC 
on SDPA’s recommendation is $125,000. 

It may also interest you to know that much of the dollar value of 


the loans exceeding $100,000 has been to provide additional working 


capital without which small-business borrowers could not have under- 


taken defense work. When a small concern get 
contract, 


Lo 


S$ a procurement 
it frequently has need for temporary help in financing a 
larger inventory of materials and in meeting a bigger payroll. 

In this connection, although there is no statutory limitation on the 
dollar amount of individual loans recommended under section 714, 
SDPA has imposed a limitation upon itself. We do not recommend 
loans of over $300,000 except for the financing of specific defense 
contracts; in the latter type of case, we have found that the legitimate 
needs of small concerns are very frequently considerably above that 
amount. 

Section 4 (b) provides authority for appropriations to establish a 
revolving fund of $150 million for making loans and taking prime 
contracts. To make a loan program depende nt upon successive 
appropriations may well impair its entire effectiveness. This is 
borne out by our experience under section 714, where, of the $50 
million authorized as a revolving fund for prime contract operations, 
only $1,500,000 has ever been appropriated. The committee might 

want to consider the possibility of substituting an authority similar 
to that available to RFC in the financing of its loans. Such an 
arrangement has the distinct advantage of giving sufficient flexibility 


to the fund to permit it to meet unanticipated heavy demands which 
might be made during any one year. 


PRIME-CONTRACT REVOLVING FUND 


An additional means used by SDPA in promoting the utilization 
of small manufacturers in the mobilization program derives from the 
revolving fund provided by section 714 (b) (1), and which is contained 
in section 7 (b) of S. 1523. Through use of this fund, SDPA itself 
may enter into a prime defense contract, subcontract the work to a 
small manufacturer or group of small manufacturers, and, if nec essary, 
finance the subcontractor by advance, progress, or partial payments. 

As I have indicated, the amount of the fund is limited by statute, 
and under the proposed bill, to $50 million; and, of this sum, only 
$1,500,000 has been appropriated. This limited sum has compelled us 
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to restrict its use to instances of extreme hardship or particular urgency 
from the standpoint of national defense. The same difficulties would 
be encountered under the proposed bill. 

Under this prime contract authority four contracts have been 
taken. In all such cases thus far, a small manufacturer had qualified 
for and obtained a contract competitively but had been unable to 
procure the necessary financing. By agreement with the procure- 
ment agency and the small-business contractor, SDPA has taken over 
the contract, subcontracted the work to the same or an affiliated 
small manufacturer, and provided the financing from its revolving 
fund. 

This part of our program is self-sustaining, since the expense of 
the administration is defrayed by charges to the subcontractor. 
Further, the use of this authority prevents needless defaults on defense 
contracts already awarded and saves the time and expense of read- 
vertising and securing new contractors, most probably at higher prices, 
by the procurement agency. 


OTHER BILLS 


In addition to S. 1523, the committee has before it a number of 
other bills which are designed to make means available to small- 
business concerns to obtain necessary financing. ‘Three of these 
bills provide for the establishment of private companies supported 
by initial investments by the Federal Reserve or loans from the 
Treasury, while two of the bills provide for a 90-percent guaranty 
by the Federal Reserve on loans made by private lending institutions. 
We have no preference as to which technique should be adopted, 
although we are conviced that continued sources of financial assist- 
ance to small concerns are absolutely essential. 

We strongly urge the committee, therefore, to adopt whichever 
of these proposals seem most appropriate. We would like to suggest, 
however, that for the time being at least, a source of Government 
financing such as that proposed in S. 1523 should also be made avail- 
able to small-business concerns. While the various lending insurance 
and guarantee provisions contained in these bills may supply the 
necessary financing, in many instances it will undoubtedly be found 
that private financing is not possible even with Government backing. 
If experience demonstrates otherwise, then the authority for Govern- 
ment financing should, of course, be withdrawn. 

With respect to S. 892, the bill to dissolve the RFC, we are greatly 
concerned over the bill’s failure to include some provision to insure 
the continuance of a Government program of financial assistance to 
small business. This position of ours is in accordance with that of 
the President, as shown in a letter from the Bureau of the Budget. 
The Bureau wrote: 

If adequate provision is made for the continuance of authority to make loans 


to small business an orderly termination of the Reconstruction Finance Corpora- 
tion would be in accordance with the President’s program. 


This letter, a copy of which was sent to SDPA, was addressed to the 
Secretary of the Treasury, who, as SDPA did, had indicated the need 
for a Government agency to provide loans for small business. 
In conclusion, as I have pointed out, SDPA has had one main job 
to do—to help our small-business producers obtain a fair share of 
33869—53——18 
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defense contracts at a time when one-sixth of the country’s total 
production is marketed to the Military Establishment, and then to 
help them obtain the supplies and financing necessary to perform their 
contracts. In its pilot run over the past year, SDPA has developed 
the techniques to perform this job, and has saved money for the 
Government in the process. 

In World War II, it was not until the Smaller War Plants Corpora- 
tion was given independent authority that small-business concerns 
were effectively utilized in military production and their share of 
military procurement more than doubled—from 13 to 30 percent. 

It might also be recalled that following World War II and during 
the first year of the Korean hostilities small business received the same 
inattention that it did in the early days of World War II. However, 
the Congress established SDPA as an independent agency and granted 
it some of the powers previously given the Smaller War Plants Cor- 
poration. The bill creating SDPA had 55 cosponsors in the Senate; 
it had the endorsement of 261 members of the House. 

Most of my life I have been a small-business man. I became asso- 
ciated with the Small Defense Plants Administration as the Director 
of its Chicago office early last year, and last fall was appointed Deputy 
Administrator. My experience as a businessman and in Government 
service, both in the field and in the Washington headquarters, con- 
vinces me that only an independent agency to voice the needs and 
views of small business can do an effective job. 

I confess a sense of pride in the record made by SDPA. I hope the 
accomplishments of the agency convince you of the validity of our 
programs, the continuing need for them, and the wisdom of vesting 
power in an independent agency reporting directly to the President. 

Since I feel that SDPA is a going concern, which is doing a successful 
job, I can hardly speak enthusiastically about a bill which would liqui- 
date this agency and replace it with another. My own view is doubt- 
less not entirely objective, and I wish only to mention the point. It 
is one which it seems to me the committee can hardly overlook. 

Mr. Chairman, I thank you very much and would be happy to 
answer any further questions. 

The Cuarrman. Any questions, Senator Payne? 

Senator Payne. No questions. 

The Cuarrman. As you know, the Defense Production Act passed 
by the Senate extends the life of SDPA for 2 years, until June 30, 1955. 
I presume it will pass the House and become law. I have not heard of 
anyone that is opposed to it in the House or in the Senate. What 
effect would the discontinuation of RFC, or the placing of a limit of 
$100,000 on loans to small business have upon the operations of 
SDPA for the next couple of years? 

Mr. Bryniupssen. If the chairman does not mind, I would like to 
refer that question to Mr. Rollins, who has worked most closely with 
these lending operations, sir. 

Mr. Roturns. Senator, unless the lending authority of the RFC is 
transferred to some other agency, SDPA will not be able to make 
financing available to small business, inasmuch as we only have that 
lending authority at the moment. 

The Cuarrman. You have no lending authority under SDPA? 

Mr. Rouurns. No, sir. 

The CuarrmMan. The best you can do is to recommend to others. 
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Mr. Rouurns. Yes, to RFC. 

The CHarrMAN. You cannot mandate them to do anything. You 
just simply recommend it. 

Mr. Routiins. That is right. 

The CuarrMan. And, if they follow your recommendation, all 
right. If not, there is nothing you can do about it. 

Mr. Routins. Not a thing. 

The CHatrMAN. How many loans have been made by KFC, at your 
suggestion, to date? 

Mr. Roturs. Three hundred and ninety-four. 

The CuatrmMan. What page is that on? I think you had that in 
your statement. 

' Mr. Bryniupssen. Page 6. 

The CuHarrMan. In other words, RFC has made 394 loans under 
section 714 of the Defense Production Act, at your suggestion? 

Mr. Rouutns. No, sir; they have not all been made under the 
Defense Production Act. We have recommended them and they have 
approved them under the various authorities. 

The CHarrMan. But those 394 loans had to do with war production? 

Mr. Rouuins. Not entirely, Senator. Some of them, of course, 
were civilian. We have authority to recommend for essential civilian 
or defense production. 

The CuarmMan. Meaning essential to the war production? 

Mr. Rouurns. Not necessarily, I do not think. Essential to the 
welfare of the country as a whole, as distinguished from related directly 
to defense. 

The CuarrMan. That is what I mean. It had to have some rela- 
tionship to defense, did it not, at least indirectly? 

Mr. Rouurns. Indirectly; yes. About half of these loans were di- 
rectly for financing defense prime and subcontracts, and the other 
half were for other types of essential production contributing indirectly 
to defense and to essential civilian needs. 

The CuarMan. But they have made 394 loans at your suggestion? 

Mr. Rouurns. Yes, sir. 

The CuarrMan. Now, a discontinuation of RFC, of course, would 
mean that that language in the act will be meaningless, because there 
will be no one to make loans under the act at your suggestion; is that 
correct? 

Mr. Rouurns. That is correct, sir. 

The CHarrMan. And if the Congress should take S. 1523, there it 
would be limited to $100,000 each. 

Mr. Ro.urns. Yes, sir, $100,000 which, I think we pointed out in 
our statement, would have an adverse effect on 73 or 74 percent of the 
dollar value of all loans that have been approved to date. 

The CuarrMaANn. The dollar value. But take these 394 loans, how 
many of them were for less than $100,000? 

Mr. Roxutns. I do not have the 394 broken down, Senator. But, 
as of March there were 356. I have a breakdown on that. Of the 
356, 229 were less than $100,000. 

The CHAIRMAN. 229 out of 356 were less than $100,000? 

Mr. Routrns. Yes, sir. 

The CHarrMan. Do you have any thoughts on the subject of 
whether or not there ought to be a limitation, any of you gentlemen? 

Mr. RosenTHAL. Senator, we do feel that there should be a limit. 
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We have imposed one ourselves, of $300,000, with one exception, and 
that is in the field of defense-contract financing. 

We found that even in cases of the smallest concerns, where there 
is a defense contract to be financed, you need a large volume of work- 
ing capital for a rather short period of time. It goes out rather 
quickly. 

The Cuarrman. I am sorry, would you give us your thoughts on 
the limitation again? 

Mr. Rosenruat. Sir, based on our experience we imposed a limita- 
tion of $300,000 on all loans for matters other than the direct financing 
of a specific defense contract. In that latter case, we do not impose 
a limitation, because in many instances even the smallest concerns 
need an amount somewhat in excess of $300,000 for a very short term 
for working capital to meet payrolls and get supplies in. 

Mr. Rouuns. I would like to add, if I may, that that $300,000 
limitation has taken care of 90 percent of the loans which had been 
approved on SDPA’s recommendation, 90 percent in number. 

The CHarrmMan. You gentlemen are primarily concerned with 


securing a fair share of the war contracts for small business; are you 
not? 


Mr. Bryniupssen. Yes, sir. 


The Cuarrman. In connection with that activity you are interested 
in seeing those small businesses, that you do secure business for, have 
some outlet for the borrowing of money. 

Mr. BryNniLpssen. Yes, sir; that is correct. 

The CuarrMan. Briefly, that is your responsibility under the law; 
that is the thing you have been working toward. 

Mr. Brynitpssen. That is right, Senator. 

The Cuarrman. With an extension of your authority for 2 years, 
you may find, through virtue of a bill to eliminate the RFC and to 
set up new kinds of agencies—that is the suggestion—you may find 
yourself in a position where all you are doing is helping small business 
secure contracts but you have no way of helping them finance it, 
is that correct? 

Mr. Bryniupssen. That is exactly correct; yes, sir. 

The CuarrmMan. That is about your position, is it not? 

Mr. BrynitpssEn. Yes, sir. 

The CuarrMan. Has there been any tendency on the part of RFC 
recently to cut down on your suggested loans? 

Mr. Brynicpssen. Well, only with respect to the new policies 
which we learned about by reading the newspapers. We were not 
consulted, Senator. 

The Cuarrman. I gather of all the bills before us here, you feel 
more kindly toward S. 1523? 

Mr. BryniLpssENn. That would sum it up; yes, sir. 

The CHarrMan. Tell us briefly just why you like S. 1523 better 
than you do the others. It is pretty well covered in your statement, 
but make it as short as you can, not because we are in a hurry, but 
I think it would be more effective if people read it here. 

Mr. Brynitpssen. Of course I would have to refer again to my 
last sentence, where I stated I could hardly speak enthusiastically 
about a bill that would liquidate SDPA. But we have prepared a— 
I wonder if you would like to take that for me, Mr. Rosenthal? 
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Mr. Rosenruar. Well, Senator, we feel quite enthusiastic about 
the authority we have. Ww e feel that, of course, it is not everything 
we would like to have, but we think we have been able to do some 
good with it. 

Since S. 1523 provides for more or less the same authority— 
fact the table attached to Brynildssen’s statement will show that it is 
almost identical, with the exception of the lending power—we are in 
favor of extending and making permanent the grants of authority 
under which we have been able to accomplish some results. 

We do not have anything against these other bills. We do not 
regard the bills that provide for various loan insurance and guaranty 
procedures as mutually inconsistent with S. 1523. We are all in 
favor of trying to see w hether there are means of getting more private 
finaneing for ‘small business. We have tried to do it ourselves in- 
formally through our own financial specialists in regional offices, and 
if any techniques can be established to do it on a better basis, we 
would like to see it done. At the same time, we do feel that the con- 
tinuation of some small independent agency, with some kind of 
adequate lending authority is absolutely esse intial. Both tec hniques 
could exist side by side, and if experience shows that private financing 
will take are of the needs of small business, the Government lending 
program could be terminated. 

Senator Paynre. May I ask if you could give me any idea of how 
many States, State governments, individually over the country, have 
done work on their own to establish first, an inventory of existing 
facilities, which can be made available in the various categories to 
handle either subcontract or prime-contract work essential to defense, 
and, second, the effectiveness of those State agencies to carry that 
out? 

Mr. Rosentruar. Well, sir, I do not know how many States there 
are, but there are quite a few. We were authorized by statute to set 
up an inventory of facilities ourselves, and rather than go to the 
expense of trying to set up centralized records, what we did was have 
each regional office develop an inventory of the facilities in its own 
region. I believe there are probably about a dozen or more States 
that have programs of theirown. Some of them have rather complete 
inventories and we tied them right in with our own regional office 
inventories. 

Senator Payne. Are you aware of the system set up in the State of 
Maine? 

Mr. Rosenruat., Yes, sir; I know our regional office works rather 
closely with Mr. Hyde up there. 

Senator Payne. That was set up as the mobilization division of 
the executive branch while I was Governor. During the course of 
time that was in effect, it still is in effect, during the early stages it 
developed something in excess of $100 million worth of subcontract 
work in the small-machine-tool industry 

Mr. Rosentuan. Yes, sir. We understand that Maine’s was one 
of the best of the various State authorities that bave been set up. 
There is no jealousy between us and the State authorities. 

Sentor Payne. I was just curious to see how much has been done 
nationwide. 

Mr. Rosentuau. There have been similar programs in quite a few 
States, but of course they differ in scope. 











192 GOVERNMENT LENDING AGENCIES 


The Cuatrman. Did you gentlemen testify before the House 
Banking and Currency Committee in respect to their bill? 

Mr. Brynitpssen. No, we were not invited to testify. 

The Cuarrman. Are you familiar with that bill? 

Mr. Brynitpssen. Yes, I am familiar with that bill, Senator. 

The CuHatrMan. It is somewhat similar to S. 1523, is it not? 

Mr. Brynitpssen. Yes, I would say it is similar. Most of the 
provisions are parallel. 

The Cuarrman. But you did not testify? 

Mr. Brynitpssen. We did not testify because we were not invited 
to testify. 


The Cuarrman. Were open hearings held on that? 

Mr. BryNiupssen. Yes, sir. 

The CHarrman. Well, there are many things we might get into 
with you gentlemen. We have been over the ground here with other 
witnesses the last 3 or 4 days, and we will have other witnesses. | 
presume you have been following the testimony. 

Mr. Bryniupssen. Very closely. 

The Cuatrman. You gentlemen have been close to this picture 
now ever since the SDPA has been in existence, and I presume some 


of you possibly were with the Smaller War Plants Corporation in 
World War II. 


Mr. Brynitpssen. Yes; a large percentage of us. 

The Cuarrman. We developed yesterday, or had quite a number 
of colloquies on a limitation of these loans, that is, limiting them to 
$100,000. Iwas asking the question yesterday if it is a good thing 
to have a governmental agency to help small business and to loan 
money, and limit it to $100,000 or $150,000 or $200,000, or any 
amount? Can you give us any help on that? If it is right in prin- 
ciple, why limit it to $100,000? 

Mr. Brynitpssen. It was my considered opinion, after the experi- 
ence of SDPA, that $300,000 was a good figure, and that is the reason 
that I, as Administrator, voluntarily set that figure. 

The Cuarrman. Would you say the language of S. 1523 ought to 
be $300,000 instead of $100,000? 

Mr. Bryniupssen. I think it should be $300,000, Senator, except 
for defense contracts. I do not believe that a limitation should be 
placed on defense contracts. 

The CHarrMan. Would you give any thought to a corporation or 
an agency or system whereby the Government could start an agency 
or a system to be taken over later by private capital, such as the 
Federal Deposit Insurance Corporation, or FHA, whereby that agency 
would guarantee marginal loans to banks? 

Mr. Bryni.pssen. I discussed that with Mr. Carroll Gunderson of 
the American Bankers Association, and was discouraged from going 
any further with it, because I was told that we would not get the 
support of the banks in that program. 

The CHarrmMan. Would not get the support of the banks? 

Mr. BryniupsseEn. Yes, sir; would not get the support of the banks 
in that program. 

The CuHarrMAN. There will be representatives of the American 
Bankers Association here; we will be asking them a lot of questions 
on that subject next Tuesday, so maybe they would like to get 
prepared. 

But they discouraged you on that? 
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Mr. Brynitpssen. Yes, sir. I indicated that it was our responsi- 
bility, under the act, to pursue that, because it was in our act, and they 
dise ouraged me because they did not feel we would get the support of 
the banks in that program. 

The CuarrMan. Your agency, SDPA, I presume, is looked upon 
at least as a sort of temporary agency, meaning that you will go on 
only for a couple of years. But some di ay I hope we wiil be able to 
vet this war business settled. 

So, in discussing this new type of agency here to guarantee marginal 
loans, we are thinking in terms of many, many years, during years in 
which, at least, we hope we will not be at war or preparing for a big 
war. 

So, we have two problems here at the moment, ] presume. One is 
to help small business to finance their defense contracts, and the other 
one is a plan or a policy to help them for many, many years to come. 

Mr. Bry NILDSSEN. Yes, sir. 

The Cnarrman. I believe that over the long pull, for many, many 
years some sort of a system for guaranteeing marginal loans might 
well be the answer on the assistance to small business. I do not know 
whether there is anyone intelligent enough around here to write up a 
bill or not. Ido not know whether I am or not. I am sure I do not 
have the time at the moment, but we are going to see if we cannot do it. 

We would like to solicit your support and help in working out the 
details of such legislation, not that we are going to accept it, but we 
certainly would like to have something in black and white to study. 

Mr. Brynixpssen. I would be very happy to do that, Senator, 
because | personally share those views. 

The CuatrMan. I am sure you gentlemen have had much experience 
in this sort of thing. 

Senator Payne. I am a little concerned, Mr. Chairman, about the 
statement on page 7, and the possible bearing that the directive may 
have upon the ae of small business, as such, to be able to possess 
the know-how, to be able to get a chance to carry out some of this 
contract work. 

In other words, if I read it correctly, the policy, unless it is with- 
drawn or modified, according to this statement, this agency “‘will not 
consider applic ations for certificates of competency ‘which indicate 
that RFC financing is necessary.’’ I can well visualize cases that 
may come into being where a small outfit may be well set up to pro- 
vide the necessary work for a contr act, and yet be absolutely pre- 
cluded, due to the fact that under this type of regulation policy they 
have not a single place to go where they can secure the finance ial help 
to be able to enter into a contract because somebody else happens to 
be a big fellow, and produces the same identical item and does not 
need any help. I think it is a deterrent to small business not to 
have a chance to progress. 

The CuarrmMan. Well, was that an order issued by RFC themselves? 

Mr. Bryniupssen. That is a policy statement isused by them, 
which we, as I said earlier, learned about by reading the newspapers. 

The CuarrmMan. Let us get back to that. What page is that on? 

Mr. BrYNILDssEN. On page 7. 

The CuarrMan, It says 

As a result of an RFC directive recently issued, this uncertainty has unfor- 
tunately now been resolved. 


Now, what was that directive? Do you have a copy of it there? 
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Mr. Rosenruav. Well, sir, with respect to defense contracts, the 
clause that particularly concerned us—and this applies just as fully 
to section 714 loans for small business as to other loans—was that the 
loan application must— 


be accompanied by the advice of the interested procurement office that the goods 
or services are not available or obtainable from a contractor not requiring RFC 


assistance. 

The Cuarrman. What was the date of that? 

Mr. Rosentuau. May 15. 

Senator Payne. May 18, is it not? It was issued for immediate 
release on Monday, May 18. I have here the clipping from the 
Washington Evening Star which was brought to my attention yester- 
day, under date of May 19. 

Mr. Rosenruau. That is right, sir, I am sorry. It was approved 
by the Policy Board on May 15. 

The CuarrMan. Is the effect of that then, that any small business 
needing financial assistance either under V-loans or RFC—that is the 
only two agencies that can make loans—that the procurement agency 
that placed the order with them must certify that there is no other 
institution in the United States that can make the specific goods? 

Mr. Rosentuat..It would be true of RFC loans, sir. 

As far as V-loans are concerned we had virtually the same trouble 
with the Department of Defense. 

The Cuarrman. The law the Senate passed the other day would 
change it. 

Mr. Rosentuat. That would change it. And, now the same thing 
has cropped up, not in connection with V-loans, but with RFC leans. 

The Cuatrman. Well, there is an exception to that, my point being 
that I cannot conceive of any order being issued to any company 
that some other company in the United States could not make. 

Mr. RosrentHat. When they say “immediately available” there 
may be some loopholes, in the sense that all other plants might be 
full of work. And they leave one other way out, and that is if the 
procurement agencies specifically request the loan to be made. 

The CnatrmMan. They require the procurement agencies to certify 
that there is no other company available for making this specific loan. 

Mr. Rosentuat. Yes, sir. 

The Cuarrman. I think that would be placing quite a responsibility 
on them, because it is pretty hard to conceive of all the business 
institutions we have in the United States that there are not at least 
two of them that can do the same thing. 

Mr. Rosenrua. That is right, sir. They say any other concern 
that does not need an RFC loan. If every one of them needed a 
Government loan, then I suppose this policy would not block it. But 
if any one concern could handle its own financing privately, then the 
small concern would not get the RFC loan. 

The Cuarrman. Of course, what happens, Senator Payne, is this: 
A small concern may be well financed and well managed, but they 
are given a $500,000 contract or a $1 million contract, and they are 
required to spend considerable money getting ready to produce. They 
are likewise required to invest considerable money in inventory prior 
to the time they start shipping, which immediately throws the load 
on them, which after a few weeks or a few months, of course, is dissi- 
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pated in their shipments. That is when they need the help at that 
particular point. 

Mr. RosentHa.. Yes, sir. 

Senator Paynz. And if you do not give them the help you abso- 
lutely stop the initiative and stop the thing that can make them a 
bigger industry, which is, after all, the thing that is pure American. 

The CHarRMAN. I presume whoever issued that directive is going 
on the theory that if the company has a good war contracj, they ought 
to be able to go to their local bank and borrow the money. 

Senator Paynr. I have heard of a case—we have had it in the 
record—I placed it in the record the other day—of a concern, that 
shows definitely that the bank went just as far as they could and they 
could not go the distance which would permit that company to con- 
tinue in business. Without a direct loan from RFC, they would not 
be in business today, on a very vital defense contract. 

Mr. Bryniupssen. Mr. Chairman, I would like to answer Senator 
Payne further with regard to his concern over certificates of compe- 
tency. I would also like to again state that we saved the Government 
$4 million. Now, if we had not issued.those certificates of competency, 
the contracts would have gone to the next highest bidder. 

Now, without the backing of the RFC, each time we are called 
upon to issue this certificate, without the assurance of that loan 
program, the Administrator is just not in a position to issue the 
certificate and take that responsibility. 

The CuarrmMan,. Did your statement cover the amount of contracts 
that had been set aside to be specifically awarded to small business? 

Mr. RosentTHAL. Yes, sir; $548 million. 

The CHarrMAN. What page was that on? I was called out, as 
you know, a couple of times during your testimony. 

Mr. RosenTrHau. At the top of page 5. 

The CHarrMaNn. Could you tell us more about that? 

Mr. Bryniupssen. I should like to ask Mr. Swisher, who is in 
charge of the procurement program, to talk about that. He is very 
familiar with that. 

The Cuarrman. All right, Mr. Swisher. 

Mr. Swisher. What was the question, sir? 

The CuarrMan. The statement says that there have been defense 
contracts valued at approximately $548 million set aside exclusively 
for small business as of May 8. Now, I thought you might elaborate 
a little bit on that. Those were set aside as the result of your sug- 
gestion. In other words, tell us how you went about doing this. I[ 
know you do it under the authority of the law, but tell us how it 
works. 

Mr. Swisuer. These procurement directives flow through the 
installation where we have a representative, and they are jointly 
reviewed by whoever is assigned, usually with the small-business 
specialist of the service, and our representative, and a decision 
reached as to its suitability. The smaller contracts are not reviewed. 
We review now, in 42 installations, and if an agreement is reached, 
that procurement, cr part of it, depending upon the decision—— 

The CuarrMAN. Excuse me. In other words, you have men out 
in these governmental procurement agencies 

Mr. SwisHer. That is correct. 
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The Cuarmman. And they, together with the representative of that 
specific procurement agency—the small-business representative 
they get together, do they, and screen the contracts that are going to 
be placed? 

Mr. Swisner. They sereen everything except classified procure- 
ment. 

The Cuatrman. They screen them and process them and decide 
what ough’ tp go exclusively to small business and what ought to go 
into what I shall term the “open market.” 

Mr. Swisuer. That is correct, sir. 

The Cuarrman. And you have now arrived at $548 million. 

Mr. Swisuer. That is correct, sir. 

The CnarrmMan. Once an item is placed in the category of going to 
small business, by agreement between your folks, your representatives, 
and the representatives of the respective procurement agencies, then 
that business can only be placed with what is known as small business 

Mr. Swisner. The service has the final power of veto on that. If 
the decision, after the bids or proposals are in, is that the bids cannot 
be placed with small concerns without detriment to the Government, 
that procurement can be withdrawn and put out again for advertising 
or proposal on the open market. 

The CuarrMan. Once you arrive at contract X, let us say, and let 
us say it is for $100,000 that is going to small business, is there any 
designation on the papers that go out, that it has been allocated for 
small business? 


Mr. Swisuer. It is stated on the invitation for bids that it is for 
the small! business concerns. 


The Cuatrman. I presume you have a little trouble, then, arriving 
at what is a small business. 

Mr. Swisuer. We are running into more trouble now on what is 
big business. Big business is entering a lot of complaints, but the 
small-business definition still stands at under 500 employees, including 
its affiliates. 

The Cuatrmay. Would you say this particular end of your work 
possibly has been the most helpful to small business than any other? 

Mr. Swisuer. I am a little torn between that and the certificates 
of competency procedure, Mr. Chairman. They are both of high 
importance. We have not reached a peak in this procurement pro- 
gram, as yet. We have about 17 or 18 more installations to cover, 
whose volume probably runs in the néighborhood of $3 billion to $4 
billion annually. 

The Cuarrman. You think this figure of $548 million might well 
get up to a billion dollars? 

Mr. Swisner. Our ambition, of course, is to get it up between $3 
billion and $4 billion in the next fiscal year, assuming total procure- 
ment volume is about the same as 1953 fiscal. 

The CuHarrMan. Tell us a little more about this certificate of com- 
petency. How do you arrive at that, and how does that help small 
business? 

Mr. Swisner. Well, under the directives of the military, the con- 
tracting officials are required to notify us if a small-business concern 
is about to be rejected or is being rejected for reasons of capacity of 
credit. He notifies our representative, who gets in touch with the 
regional office. Surveys are made both from a financial and a produc- 
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tion standpoint. The studies are completed; the recommendation by 
the staff is made to the Administrator, and it is either turned down or 
approved. In practically every case there is a wide difference between 
the first and second low bidder, resulting in a substantial saving to 
the Government. 

The help that that gives this small business concern is that he can 
get a contract under those conditions if we feel, first, that he is com- 
petent to produce, and second, that there is assurance that he will 
get adequate financing. 

The CuatrmMan. Does this competency cover both financing and 
physical properties? 

Mr. Swisuer. It covers the ability to produce, and on time, in the 
quality and quantity desired by the service concerned, and his 
financial ability to carry the load. 

The CuarrMan. In other words, if a procurement agency questions 
the financial ability or the ability of a small business concern to pro- 
duce, questions their physical properties, you get mixed up here with 
money and material things, do you not? 

Mr. Swisuur. Yes, sir. 

The Cuarrman. Then, you step in and make a survey of that 
particular company, and consult with him on his finances, and his 
machine tools and his factory and labor, and so forth? 

Mr. Swisuer. That is correct. 

The Cuarrman. And if you find that he can secure the money, 
either from private sources or through RFC, or maybe a V-loan, I 
presume that would enter into it, too, would it not? 

Mr. Swisuer. That is correct. 

The Cnarrman. If he does have the know-how and the machine 
tools and the factory and labor, and so forth, then you do not certify 
to his competency; is that it? 

Mr. Swisuer. Yes, sir. 

The Cuairnman. And if you do not do that 

Mr. Swisner. Then he would not get the award, if the decision 
had been made that he was not qualified either from a production 
standpoint or a financial standpoint. 

Now, the SDPA, in cases of this kind, is more or less a court of 
last appeal. It has always been my opinion that that was the intent 
of Congress, in putting that part of the statute into effect. 

The Cuarrman. Then, you feel that you have been rendering two 
very fine services to small business, and it would seem to me like you 
were rendering a fine service to the military likewise. 

Mr. Swisner. Well, some parts of the military agree with that; 
yes, sir. 

The CuarrMan. You are rendering these two services, and that is 
very helpful to small business. 

Mr. Swisner. That is correct. 

The CuarrMan. Setting aside these contracts for them to bid upon 
exclusively, and where there is some doubt as to the competency, 
then you go in and check. What you do is go in and secure the facts. 

Mr. Swisuer. I believe if the military were questioned on that, 
they would say the certificate of competency was much better. 

The CuarrMan. Then setting aside the contract? 

Mr. SwisHer. Yes, sir. 
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The Cuartrman. If RFC is eliminated and there is nothing to take 
its place immediately, then there will be no place, of course, where 
these fellows can go and get money, other than private sources 

Mr. Swisuer. That is right. I believe that has been said before, 
but I would like to reiterate that the amount of our revolving fund, 
a million and a half, has retarded that program. My division of the 
agency has been unable to make a drive to notify every qualified 
small-business concern of its rights in this matter—every small- 
business concern in the country—and contact all of these lower 
echelons in the Defense Department that are not completely familiar 
with this program. 

A buyer, being what he is, likes to buy at the lowest possible price. 
He hates to see a qualified small business thrown out, only for reasons 
of credit. If the preaward survey does not indicate that the plant 
is competent to produce, he does not feel so badly about throwing 
him out. But if it is only money, he certainly wants the contract to 
go to that company. 

But our revolving fund is so small that if we were to go out on a 
big drive to get real volume in our certification operation and had 
no money to back up any failure of RFC or any other lending agency 
we would be unable to save the small plants caught in such a situa- 
tion. The fund has been used in only four cases to date. 

The Cuarrman. Now, you have been spending time, and right- 
fully so, in helping small business with RFC loans and V -loans, ‘and 
have you likewise been able to render a service to small business by 
helping them make applications and consult with private lending 
institutions? 

Mr. Swisuer. I think Mr. Rollins is better qualified to answer 
than I. 

The Cuarrman. Can you not likewise help in that respect? 

Mr. Rouurns. We do, Senator. Our financial specialists in the 
regional offices always endeavor to get private financing, if it is avail- 
able for small business concerns. In many cases they have been 
successful in leading them by the hand to the bank and sitting with the 
banker and the small business concern and pointing out their problems 
and reaching solution. 

We have also been successful in assisting them in raising the equity 
capital from private sources in some instances. 

The CuarrMan. In other words, you do render that service likewise? 

Mr. Rouurns. Yes, sir. We never recommend a loan unless every 
avenue of private financing has been explored and found to be closed. 

The Cuarrman. Does the GSA work with you m setting aside busi- 
ness for small-business men? 

Mr. SwisHer. No, sir. 

The Cuarrman. Why not? 

Mr. Swisuer. We have not been able to reach any common agree- 
ment with them. I believe it has been going on for over a year. For 
a little over a year we have been trying to negotiate with them, and 
up to date it has been unsuccessful. 

The CHarrman. Why? 

Mr. Swisner. They have taken exception to our idea that the sus- 
ceptible items, where 1t is not detrimental to the economy, should be 
earmarked for small business. And they think they are doing the job 
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100 percent in favor of small business, so they do not want any action 
of our kind under the joint deter mination program. 

I believe that is right, is it not? 

Mr. Rosenrua. | think that has been part of the difficulty and 
part of what has been bothering them. 

On the other hand, they have agreed to reopen negotiations and we 
have renewed our proposals and they are considering them, but they 
are moving slowly. 

The CuarrmMan. They buy primarily, as we know, standard prod- 
ucts, meaning products that are used primarily by the civilian popula- 
tion as well as the military. 

It would seem to me as though they ought to cooperate with you. 
| think their general counsel testified here yesterday that they were 
breaking down their contracts into small lots so the small-business 
man could bid. I think they testified to that effect yesterday, did 
they not? 

Mr. Rosenruay. We believe, sir, that GSA has done quite a bit 
for small business. We would like them to take this additional step 
of making joint determinations and see if they could not do even more. 

Senator Payne. I would like to ask, in connection with whatever 
experience you have had in contacting the banking or the private 
lending institutions, whether or not you found in any of your discus- 
sions, or had it reported that there might have been many instances 
whereby the private banks would have been perfectly agreeable to 
make credit available if certain restrictions had not been plac ed upon 
their ability to do it by the Government itself, precluding their entering 
into certain types of loans that would have been beneficial? 

Mr. Rouurns. Well, Senator, I think generally in many cases they 
have taken the position that the loan desired or needed exceeds their 
legal lending limit. And, the other thing, of course, is that they are 
opposed to taking, in some cases, long-term loans. 

Senator Payne. Do you know why? Because the bank examiner 
will walk in on the loan, and he puts a check against it, and he tells 
the boys he does not think that that is a loan that they ought to be 
getting into. 

Mr. Rouuins. That is correct. 

Senator Payne. And, if the fellow does not have 100 cents to put 
down in the way of security or collateral, to cover a 70 percent loan 
on the amount he puts down, that is marked off the books too, as.no 
good. 

So I think that until the Government gets into a position where 
they can take an overall look at this situation and help the private 
lending agencies that may have the initiative within them to help 
industry, that certainly the Government has got to take the other 
point of view and say where we are stopping them on the one hand 
we have got to make it available on the other. 

Mr. Rouuins. That is correct. 

The Cuarrmman. Do you have any concrete examples that you 
might give us here as to how GSA set aside certain purchases on any 
category of products? Maybe you are not prepared to make any 
statements on that. If you are not, say so, but if you are, we might 
like to have them. 
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Mr. Swisher. Well, of course their purchases are, to a tremendous 
extent, standard products, Mr. Chairman. 

_ The Cuarrman. Yes; I know. They are goods primiarly used by 
civilians, as well as the military. , 

Mr. Swisner. Their overall picture holds an even greater potential 
than quartermaster now. 

The Cuarrman. You mean the greatest potential for small 
business? 

Mr. Swisner. Yes, sir. 

The Cuarrman. The quartermaster likewise deals not entirely but 
primarily with the goods that are bought by the civilian population too. 

Mr. Swisher. Yes. The GSA buys all the housekeeping items, 
which are an extremely high percentage of suitability for small business. 
In fact, I believe, 69 percent, or more than that, of their total dollar 
goes to small business. 

The Cuairman. Is the quartermaster cooperating with you fully? 

Mr. Swisuer. Yes, sir; that is one of our best operations. 

We only have one big problem with them, and that is the complete 
information we need for our regional offices to uncover new qualified 
sources, and that gets down to bid sets and copies of proposals and 
specifications. That matter will be taken up with Secretary Wilson 
in a letter going out next week. This was all agreed upon in November, 
by the former undersecretaries, and was never carried out. The 
agreement was made that we should get this material, but it has not 
been furnished to date, except in a few cases. 

The Cuairnman. Then GSA so far has set aside nothing for small 
business, through your organization? 

Mr. Swisher. Not through SDPA. I believe they may have done 
something under the distressed area program, but not under our 
program. I do not know whether any of those set-asides have 

Mr. Rosentuar. Yes, GSA has made some set-asides, but for 
distressed areas, not for smal] business. 

The Cuarrman. I do not think they need to come up and testify, 
but I suggest we write GSA a letter and ask them to give us the reasons 
why they have not cooperated as the other procurement agencies have, 
in respect toSDPA. They can submit their reasons in writing, if they 
want to, or, if they would rather come up and testify, we would be glad 
to hear them. We would like to know their reasons for doing it. I 
think it has much bearing upon this legislation. If they have good 
reasons Why it should not be done, I think we ought to know it. 

Are there any other questions? Do you gentlemen have anything 
further you would like to say? 

Mr. RosentuHar. May I just say for the record, sir, that we did not 
have time to clear our statement with the Bureau of the Budget. 

(The comparative chart attached to Mr. Brynildssen’s statement 
follows:) 
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150, S. 1523 Section 714 or tue DPA or 1950, as 
AMENDED 


Section 21. Authorizes to be appro- Section 714 (m). 

riated such sums as are necessary to 
carry out the act. 

Section 22. Amends section 714 (a) (4) 
pursuant to which SDPA expires on 
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after enactment of 8. 1523. 
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The CuarrMan,. Senator Payne, do you have any questions? 

Senator Payne. No. 

The CuarrMan. We thank you, gentlemen, for your testimony, and 
you have been very helpful. We will stand in recess until 10 o’clock 
Monday morning, at which time our witnesses will be Senator Harry 
Byrd of Virginia, Senator Edward J. Thye of Minnesota, and Repre- 
sentative Clark Thompson of Texas. 

I want to say this for the record: that any sponsor or any other 
Senator interested in testifying on this legislation may do so either 
today or on Monday, or even at a later date. We have, I think, 8 
bills here, which means we have 8 authors. We would like to hear 
from the authors of the respective bills, setting forth their ideas as to 
why their particular bill is the one that we ought to adopt, if they care 
to testify. 

We have reports from the Department of Defense, the Comptroller 
General, the Federal Civil Defense Administration, the Veterans’ 
Administration, and the Federal Deposit Insurance Corporation on 
some of the bills before us in which they are interested. 

Without objection, they, and any others that may be received, will 
be inserted in the record at this point. 

(The reports referred to follow:) 

OFFICE OF THE SECRETARY OF DEFENSE, 
ed Washington, D. C., May 21, 19538. 
Hon. Homer E. CApEHART, 


Chairman, Committee on Banking and Currency, 
United States Senate. 


Drar Mr. CHarrMan: Reference is made to your request for the views of the 
Department of Defense on 8. 892, a bill to dissolve the Reconstruction Finance 
Corporation and transfer certain of its functions relating to national defense to 
other agencies of the Government. 

This proposal would dissolve the Reconstruction Finance Corporation on 
December 31, 1953, and transfer its rubber, tin, and abaca programs to the Secre- 
tary of Commerce; an industrial plant in North Grafton, Mass., to the Depart- 
ment of the Air Force; and most of the remaining assets, functions, powers, and 
authority to the Secretary of the Treasury. 

It is noted that section 2 (d) of 8. 892 would limit the Secretary of the Treasury 
in the exercise of his powers and functions under section 10 of the Reconstruction 
Finance Corporation Act by prohibiting the extension of any maturity or the 
renewal of any loan made by the Reconstruction Finance Corporation beyond the 
date provided in the outstanding loan agreement. It would appear to be good 
business practice for the Secretary of the Treasury to have the authority to extend 
the maturities of loans under certain conditions. Lacking this authority, it may 
be necessary for the Government to insist upon a forced sale in order to recoup 
part of its investment, whereas an extension of the maturity time could result in 
the full payment with interest of the original loan. A discretionary authority to 
extend loan terms would appear to be appropriate and could, in certain cases, 
save the Government money as well as permit many businesses to remain in 
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operation. In the past, extensions of such maturities have permitted the Depart- 
ment of Defense to provide for an orderly plan of financing in the case of con- 
tractors producing supplies and furnishing services to the Department. Accord- 
ingly, it would be desirable to add a proviso to section 2 (d) which would authorize 
the Secretary of the Treasury in cases affecting the national defense to take up 
outstanding loans and substitute new loans under an authority similar to that 

provided in section 302 of the Defense Production Act of 1950. 

Section 3 purports to transfer to the Department of Commerce the functions 
of the Reconstruction Finance Corporation with respect to the rubber, tin, and 
abaca programs. Authority for the rubber and abaca programs is not in the 
Yeconstruction Finance Corporation but in the President, and under the legisla- 
tion drafted in accordance with the President’s message of April 14, 1953, to 
provide for the disposal of the Government-owned synthetic-rubber-producing 
industry this authority would remain in the President. As to the tin program, 
the President already has authority to designate an agency to administer it when 
the Reconstruction Finance Corporation is dissolved. Accordingly, the Depart- 
ment of Defense regards section 3 of S. 892, transferring these programs to the 
Secretary of Commerce, an undesirable limitation upon the President’s authority 
and recommends its deletion. j 

Frequently financial support of various contractors doing work for the Depart- 
ment of Defense has been obtained through the Reconstruction Finance Corpora- 
tion which has been in a position to extend credit to companies that may not be 
able to obtain it from private banks. Section 4 of the bill transfers this authority 
to the Secretary of the Treasury, Federal Reserve banks, or any existing depart- 
ment, agency, Official, or corporation of the Government that the President may 
designate (except that a new corporation may not be formed). The preservation 

of this authority in some Government agency is important to the Department of 
Defense in financing its required defense procurement. 

Section 4 also contains a mandatory direction to the President to transfer his 
powers under section 302 of the Defense Production Act to a Government depart- 
ment or agency. If the President should determine to divide the powers among 
two or more agencies or to retain certain functions in himself, the language of this 
section might prove an undesirable inhibition on the Presidential right to dele- 
gate authority. There is a reference in this section to section 303 of Executive 
Order 10161, dated September 9, 1950. It should be noted that section 303 was 
amended by Executive Order 10281, dated August 28, 1951. 

Section 6 would authorize and direct the Reconstruction Finance Corporation 
to transfer prior to January 1, 1954, to the Department of the Air Force, without 
reimbursement an industrial plant at North Grafton, Mass. The Department of 
Defense desires to defer temporarily its comments on this proposed transfer 
pending further study of the various problems involved in this and similar trans- 
fers of industrial facijities. 

Subject to the comments above, the Department of Defense has no objection 
to the provisions of 8. 892. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee and that if adequate provision is made 
for continuance of authority to make loans to small business an orderly termina- 
tion of the Reconstruction Finance Corporation would be in accordance with the 
President’s program. 

Sincerely yours, 
Joun G. ADAMS, 
General Counsel (Acting). 





OFFICE OF THE SECRETARY OF DEFENSE, 
Washington, D. C., May 21, 1958. 
Hon. Homer E. Capenart, 
Chairman, Committee on Banking, and Currency, 
United States Senate. 


Dear Mr. CnHairMan: Reference is made to your request for the views of 
the Department of Defense on 8. 1523, a bill to create the Small Business Ad- 
ministration and to preserve small-business institutions and free competitive 
enterprise. 

S. 1523 has as its objective the preservation and expansion of free competition 
in our economy through special assistance to encourage and develop small busi- 
ness. The bill is generally similar to the provisions now contained in section 714 
of the Defense Production Act of 1950, as amended, which created the Small 
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Defense Plants Administration. Structurally, the major differences appear to 
be that 8. 1523 would establish a permanent small-business agency and that that 
agency would be granted authority to make loans to small business similar to 
the authority which now reposes in the Reconstruction Finance Corporation. 

The Department of Defense supports the objectives of 8. 1523. However, it 
recognizes that the administrative structure proposed by the bill involves issues 
of overall Government policy and organization, such as the advisability of 
creating a new permanent agency, which are not within the special province of 
this Department and which it believes may best be analyzed by other agencies 
of the Government. Although the Department of Defense is not in a position 
to advise as to whether the existing Small Defense Plants Administration should 
be continued or whether a new agency should be created in lieu thereof, it does 
believe that the need for such an agency on a permanent basis is questionable. 
It is recognized that during periods of war or emergency the volume of expendi- 
ture and urgency tend to foster economic concentrations which necessitate that 
special attention and assistance be given to protect small business. In the ab- 
sence of war or an emergency, however, with Government procurement on a 
normal competitive basis, it would appear that existing laws, regulations, and 
the responsibilities of the various procurement agencies of the Government 
would amply assure consideration of the interests of small business. It is be- 
lieved that under normal conditions the interest of small business is well protected 
through the proper dissemination of bid information, the cutting up of procure- 
ment into amounts enabling participation by small-business firms, requirements 
for maximization of subcontracting, and many other practices aimed to assure 
that small business receives a fair proportion of Government purchases and 
contracts for supplies and services. 

Aside from the question of need for a permanent agency, this Department 
notes certain provisions of 8. 1523 dealing with procurement operations on a 
permanent basis which it is believed in dividing procurement responsibilities 
would result in administrative difficulties adverse to the efficacy of the procuring 
agencies. For example, section 11 requires procuring agencies to consult with 
the new agency before issuing orders or formulating policies “substantially 
affecting small-business concerns.’’ Since most orders and policies with respect 
to procurement might be so characterized, compliance with such a requirement 
would necessarily result in administgative burdens and a slowdown of procurement 
operations. Under section 13 procurement officers would be required to accept 
the new agency’s certification of capacity and credit as conclusive. This would 
permanently remove from procuring officers the power to determine these essen- 
tial contractual elements while they nevertheless retained responsibility for the 
results of their procurement operations. It is not believed that such a division 
of responsibility is warranted or desirable on a permanent basis. 

Section 14 of S. 1523 would continue the joint-determination procedure con- 
tained in the present law but it would expand the criteria to include awards “‘in 
the interest of a well-balanced national economy.’’ This procedure appears 
impractical as a provision of permanent legislation, for under normal conditions 
the large bulk of Government procurement is done through competitive bidding. 
Further, it is believed that the additional criterion which would be added might 
be construed to authorize indirect subsidization of small business through con- 
tract awards, thus diminishing the value of the dollars appropriated for pro- 
curement. 

Subject to consideration of the foregoing comments, the Department of Defense 
has no objection to the proposed legislation but defers to the judgments of other 
agencies more directly concerned with the overall administrative and business 
policies of the Government. This Department recognizes that small business 
represents & large segment of the productive capacity of the United States which 
is essential in time of emergency and which in time of peace or semimobilization 
must be preserved. Accordingly, your committee may be assured that whether 
or not the Congress decides to enact any special measures in this field, the Depart- 
ment of Defense will continue its efforts to assist small business by every means 
possible consistent with its powers and responsibilities. 

In view of the urgency of this matter, this report has not been submitted to 
the Bureau of the Budget for advice as to the relationship of 8. 1523 to the program 
of the President. 

Sineerely yours, 
Joun G. ADAMS, 
General Counsel (Acting). 
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COMPTROLLER GENERAL OF THE UNITED StaTEs, 


Washington 25, May 14, 1958. 
Hon. Homer E. Capgenart, 


Chairman, Committee on Banking and Currency, United States Senate. 

My Dear Mr. Cuarrman: This is in reference to your letter of April 4, 1953, 
acknowledged by telephone April 8, 1953, requesting my views on the merits of 
S. 1523, 83d Congress, providing for the creation of a permanent independent 
agency to be known as the Small Business Administration. 

The general purpose and functions of the new agency would be similar to those 
of the Small Defense Plants Administration which was created by Congress under 
the provisions of section 714 of the Defense Production Act of 1950, as amended, 
by section 110 (a) of the Defense Production Act amendments of 1951, approved 
July 31, 1951. : 

The Small Defense Plants Administration was estabiished to provide small 
business with assistance and the opportunity to participate in the national defense 
effort. This would be the objective of the Small Business Administration but 
the new agency would also extend its activities to aid small business in connection 
with the Government’s peacetime procurement as a permanent agency. 

The more important powers vested in the Small Defense Plants Administration 
and which the Small Business Administration would also have are the authority 
to enter into contracts with Government agencies and to sublet such contract 
work to small-business concerns; to certify to Government procurement officers 
with respect to the competency, and to capacity and credit, of any small-business 
concern; and to furnish informational services, technical aid, and other managerial 
services to small-business concerns. One major difference, however, is that the 
new agency would be authorized by the provisions of section 7 (a) of the bill to 
make loans and advances directly to small-business concerns from its funds instead 
of being limited to recommending loans and advances to small-business concerns 
by the Reconstruction Finance Corporation. 

If it is determined, as a matter of congressional policy, that the problems of 
small-business concerns should continue to be handled by a separate Government 
agency, there are two sections of the bill which I strongly feel should be eliminated 
or revised. 

First, the accounting and auditing requirements contained in section 6 (e) of 
the bill are unnecessary because they are adeqtiately provided for by existing law. 
The section specifies with respect to the lending and financing operations, and 
contracting and subcontracting activities of the agency, that the Administrator 
shall maintain an integral set of accounts to be audited by the General Account- 
ing Office in accordance with the principles and procedures applicable to com- 
mercial transactions as provided in the Government Corporation Control Act. 
Also, the section provides that the determinations of the Administrator with 
respect to financial transactions shall be final and conclusive upon all officers of 
the Government. 

The Budget and Accounting Procedures Act of 1950 places in the head of each 
executive agency the responsibility of establishing and maintaining a proper sys- 
tem of accounting and internal control for his agency. The accounting system 
developed by agencies must conform to broad principles and standards prescribed 
by the Comptroller General but the details of the system are left to the agency 
to provide full disclosure of the results of its activities and adequate financial 
information needed for management purposes. Also,.the Budget and Account- 
ing Procedures Act provides specific statutory authority for the General Account- 
ing Office to make the type of audit most suited to the activities of the agency 
involved and in accordance with generally accepted principles of auditing. In 
short, this enables the Comptroller General to prescribe the type of audit that 
would be most practicable and useful for the business-type activities of the pro- 
posed Small Business Administration. As a matter of fact, the accounting system 
for the Small Defense Plants Administration and the audit of its financial trans- 
actions by the General Accounting Office were established under existing law and 
should continue along the same basis for the new agency. Accordingly, no special 
accounting or auditing provisions are needed in the bill. 

The proposal that the Administrator’s decisions on financial transactions be 
final and conclusive on all officers of the Government would confer a power not 
vested in the Administrator of the existing Small Defense Plants Administration. 
I know of no reason why this extraordinary authority should be granted to the 
Administrator of the new agency. Its real effect would be to preclude the Gen- 

eral Accounting Office as the agent of Congress from taking action on behalf of 
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the Government with respect to any illegal or improper transactions found in the 
audit, Accordingly, I strongly recommend that section 6 (e) be deleted from the 
bill. 

The bill is designed to preserve and strengthen the position of small business 
in the United States by requiring Government agencies to place a fair and sub- 
stantial portion of Government contracts with small-business concerns. In order 
to accomplish this purpose, section 14 of the bill specifies the manner in which 
contracts shall be awarded to small business, as follows: 

“To effectuate the purposes of this act, small-business concerns within the 
meaning of this act shall receive any award or contract or any part thereof as to 
which it is determined by the Administration and the contracting agencies (1) 
to be in the interest of mobilizing the Nation’s full productive capacity, (2) to 
be in the interest of war or national-defense programs, or (3) to be in the interest 
of a well-balanced national economy, to make such award or let such contract to 
a small-business concern,”’ 

Items 1 and 2 of the above-quoted section are identical to the provisions of 
section 714 (f) (2) of the Defense Production Act of 1950, as amended. It is 
pursuant to this specific authority coupled with the basic contract negotiating 
powers of the Armed Services Procurement Act of 1947 and of the Federal Property 
and Administrative Services Act of 1949, that it is possible for the Small Defense 
Plants Administration to have Government procurement awarded to small 
business at prices in excess of those otherwise obtainable when such action is de- 
termined to be in the interest of mobilizing the Nation’s full capacity or in the 
interest of the national-defense program. However, item (3) of the section intro- 
duces an entirely new factor under which the Administrator would be in a position 
to control the awarding of Government contracts to small-business concerns by a 
finding that such action would ‘“‘be in the interest of well-balanced national econ- 
omy.” 

In the absence of specific language setting forth the manner and conditions 
under which contracts should be awarded to small business “in the interest of a 
well-balanced national economy’”’ there could be many reasons, including some 
debatable ones—involving economic and other policies not considered or approved 
by the Congress—which might serve as the basis for making determinations 
that Government business should be assigned to small-business concerns in com- 
plete disregard of the procurement statutes requiring generally that contracts for 
supplies and services be awarded to the lowest responsible bidder after adver- 
tising. Obviously, the provision is too broad and is tantamount to a general 
authorization of price advantages in favor of small business which, of course, 
would be not only discriminatory but financially detrimental to the United States 
Accordingly, I strongly recommend that item (3) should be deleted from section 
14 of the bill. 

Finally, it is noted that section 7 (a) of the bill would empower the Adminis- 
trator to make loans, advances, and to supply working capital to small firms for 
the purpose of insuring a ‘‘well-balanced national economy”’ as well as for war 
and defense purposes. This broad authority probably would be subject to the 
same general objections, espectially as a permanent peacetime program. The 
same is true with respect to the aid that other provisions of the bill provide pri- 
marily for small-business concerns for the purposes deemed essential to a “‘well- 
balanced national economy.” 

Sincerely yours, 
Linpsay C. WARREN, 
Comptroller General of the United States. 





CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington 25, D. C., May 25, 1953. 
Hon. Homer E. CaPenart, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

My Dear Mr. Cuarrman: This is in reference to your letter of May 18, 1953, 
acknowledged by telephone May 21, 1953, requesting my views on the bill 8. 
1912, 83d Congress. The bill provides for the establishment by the Board of 
Governors’of the Federal Reserve System a program for insuring short and inter- 
mediate loans by private banks to small business. A premium of not to exceed 
1% percent would be charged to cover the risk involved. The program would 
be similar in principle to the insurance of bank deposits by the Federal Deposit 
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Insurance Corporation, of deposits in savings and loan institutions by the Fed- 
eral Savings and Loan Insurance Corporation, and of housing mortgages by the 
Federal Housing Administration. 

The proposed legislation is one of several plans that have been suggested to 
the Congress as a method of meeting the financial needs of small businesses and 
this Office has no special information on the needs or merits of the proposed 
insurance program. However, there are two provisions in the bill on which I 
should like to comment. 

Under the provisions of section 107 of the bill the insurance program would be 
financed by the use of a revolving fund in the Treasury of the United States. 
An initial appropriation would be authorized in the sum of $10 million plus such 
further sums as may become necessary for the adequacy of the fund. The 
Board would be required to pay interest on the outstanding appropriated funds 
and it would be authorized to invest and reinvest such portions of the fund in 
interest-bearing Government securities as it may determine to be in excess of 
current needs. Also, under the provisions of section 107 (d) the Board would be 
required to deposit in the Treasury as miscellaneous receipts any balance deter- 
mined at least annually by it to be in excess of an amount necessary for require- 
ments of the revolving fund, and for reasonable reserves to maintain the solvency 
of the fund. It has been the observation of the General Accounting Office in 
auditing the accounts of Government agencies and corporations having similar 
authority and types of funds that there has been a tendency to retain all net 
earnings as reserves instead of depositing any portion in the Treasury as miscel- 
laneous receipts. Your committee may, therefore, wish to consider the desira- 
bility of providing in the bill a more definite limitation by formula or otherwise 
on the amount of the ‘reasonable reserves” that could be determined by the 
Board. It should not be overlooked that the larger the reserve, the greater will 
be the amount which the Board could invest in Government securities on which 
the Government would be required to pay interest from appropriated funds. 

Under existing law the financial transactions of the Board of Governors of the 
Federal Reserve System are not audited by the General Accounting Office. 
Section 244 of title 12, United States Code, provides that the Board’s funds de- 
rived against the assessments of the Federal Reserve banks to defray expenses 
of the Board “shall not be construed to be Government funds or moneys.” Fur- 
ther, the same section permits the Board to determine and prescribe the manner 
in which its obligations shall be incurred and its disbursements and expenses 
allowed and paid. As the revolving fund proposed in section 107 of the bill 
would not fall into the category of ‘“assessment’’ funds, the fund would not be 
free from the audit and settlement jurisdiction of the General Accounting Office. 
However, because of the Board’s broad authority concerning the obligation and 
disbursement of its assessment funds and in the light of background of the freedom 
the Board has had from review by the General Accounting Office of its banking 
operations and financial transactions, it is believed that authority and responsi- 
bility of the General Accounting Office to make a comprehensive audit of the 
program contemplated by this proposed legislation should be spelled out in the 
bill. For this purpose, it is recommended that the following language should be 
added to section 107 of the bill: 

“(f) The financial transactions, accounts, books, and records of the Board 
pertaining to the revolving fund shall be audited on an annual basis by the General 
Accounting Office and a copy of each report on the audit shall be furnished to the 
President, the Congress, and the Board.” 

This additional language would eliminate any doubt as to the authority of the 
General Accounting Office as an agent of Congress to make a business-type audit 
of the program similar to that provided by the Congress with respect to the 
Federal Housing Administration, the Federal Deposit Insurance Corporation and 
the Federal Savings and Loan Insurance Corporation insurance programs. 

Also, other than in broad terms, the bill does not specify the types of loans 
contemplated thereby or define the term “approved lender.’”’ The committee 
may wish to consider the desirability of providing more definite limitations in 
that regard. 

Sincerely yours, 
Linpsay C. WARREN, 
Comptroller General of the United States. 
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FrepeRAL Crvit DEFENSE ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., May 20, 1958. 
Hon. Homer FE. Caprenart, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

Dear Mr. Crarrman: This is in further reply to your request for a report by 
the Federal Civil Defense Administration on 8. 892, 83d Congress, a bill to dis- 
solve the Reconstruction Finance Corporation and transfer certain of its functions 
relating to national defense to other agencies of the Government, and for other 
purposes. 

In general, the bill would advance from June 30, 1954, to December 31, 1953, 
the terminatior of the Reconstruction Finance Corporation. The Secretary of 
the Treasury would be responsible for the liquidation of the Corporation’s assets 
and the winding up of its affairs. While most of the Corporation’s activities 
would terminate with it, certain specified activities would be transferred to other 
agencies. Section 5 of the bill would transfer to the Secretary of the Treasury 
the Corporation’s functions, powers, duties, and authority under section 409 of 
the Federal Civil Defense Act of 1950, as amended. 

Briefly stated, section 409, supra, authorizes the Corporation to make loans to 
aid in the financing of projects for civil-defense purposes where this Administra- 
tion has certified as to the necessity therefor under its civil-defense program. 
The Corporation is authorized to establish the terms and conditions of such loans, 
which may be made for periods not to exceed 50 years. The total of such loans 
may not exceed $250 million outstanding at any one time. 

Under this authority, the Corporation has to date approved 7 loans, totaling 
$5,568,000, out of a total of 12 loan applications on which final action has been 
taken. In addition, 6 other applications are pending. All of these loans relate 
to hospital projects which will have use in a civil-defense emergency. 

From a civil-defense viewpoint, we feel that the continued availability of this 
type of financial assistance is highly desirable. First, such financing can reduce 
the cost to the Government of the civil-defense program by encouraging the con- 
struction of various types of self-liquidating structures which may be utilized for 
both normal civilian requirements and civil-defense needs. Second, it assists in 
the development of a national program for the reduction of target vulnerability. 

We cannot overemphasize the importance of the latter. In this connection, 
I would like to call to your attention a recent report by Associated Universities, 
Inc., called Project East River, in which the following statement appears: 

“Reduction of urban-target vulnerability is as important a part of the overall 
civil-defense program as is disaster control. Positive action looking toward the 
dispersal of new urban development and toward rendering existing cities less 
vulnerable to attack is essential if we are to keep pace with the rate of new weapon 
development. Such action can be made practicable if undertaken on both a 
short-term and a long-term basis. The people and productive capacity that 
represent the greatest single source of our defense production and of our ability 
to mount a counterattack are concentrated in the Nation’s metropolitan areas. 
These relatively few urban areas will probably always be targets and cannot be 
rendered invulnerable, but, they can be made relatively less attractive targets 
and their physical structure can be improved so as to make them better able to 
withstand attack, with resulting increase in the probability of industrial survival. 
In the coming period of mass production of atomic bombs and other uncon- 
ventional weapons, the nation which makes its urban concentrations less vulner- 
able than its enemy’s will gain an advantage which might be decisive to the out- 
come of war.” 

This authority of the Corporation to aid in financing projects for civil-defense 
purposes is one small part of many steps that can be taken, at no Federal cost, 
to help bring about reduced vulnerability to attack. 

Apart from the foregoing, this Administration, in view of its responsibilities 
under the Natural Disaster Act (Public Law 875, 8Ist Cong.), desires to direct 
attention to the fact that the bill makes no provision for the transfer of the Cor- 
poration’s authority under section 4 (a) (4) of the Reconstruction Finance Cor- 
poration Act to make such loans as the Corporation may determine to be neces- 
sary or appropriate because of floods or other catastrophes. In times past, 
such loans have proven of great value to persons who have suffered substantial 
property losses from floods, tornadoes, or other catastrophes. Since similar 
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loans will undoubtedly be needed in the future, your committee may desire to 
give consideration to the continuation of the mentioned authority by some 
agency of the Government. 

As previously indicated, the Federal Civil Defense Administration feels it 
desirable that the authority to provide financial assistance to civil-defense projects 
be continued, as is contemplated by section 5 of the bill. The other sections of 
the bill relate to matters which are not of direct interest from a civil-defense 
viewpoint. Hence, no opinion is expressed as to them. 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to the committee. 

Sincerely, 
VAL PETERSON. 


VETERANS’ ADMINISTRATION, 
Washington, D. C., May 19, 1958. 
Hon, Homer E. Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


Dear Senator Capenart: This is with further reference to the request of 
April 4, 1953, for a report on 8S. 1523, 83d Congress, a bill to create the Small 
Business Administration and to preserve small-business institutions and free 
competitive enterprise. 

The purpose of the bill is to establish an independent agency under the general 
direction and supervision of the President, to be known as Small Business Ad- 
ministration, in order to carry out the policy set forth in section 2 of the bill. 
Briefly, the stated policy is that the Government should aid, assist, and protect 
the interests of small-business concerns in order to preserve free competitive 
enterprise, to insure that a fair proportion of the total purchases and contracts 
for supplies and services for the Government be placed with small-business 
enterprises, and to maintain and strengthen the overall economy of the Nation. 

The proposed Small Business Administration would take the place of the 
existing temporary Small Defense Plant Administration, and would place on a 
permanent basis a program of assistance to small-business concerns generally 
similar to that now conducted on a temporary basis under section 714 of the 
Defense Production Act of 1950, as amended. 

Among other things, the proposed Agency would be authorized to make direct 
loans or advances to small-business concerns, or to cooperate with other lending 
institutions on a participating basis, whereas the existing lending authority is 
vested in the Reconstruction Finance Corporation pursuant to recommendation 
by Small Defense Plants Administration. The authorized relations between the 
proposed Small Business Administration and other agencies in the matter of 
encouraging and stimulating procurement of services and supplies from small- 
business concerns are similar, with some modifications, to those prescribed by 
the present law. There is included (sec. 14 of the bill) a provision that small- 
business concerns shall receive any award or contract or any part thereof as to 
which it is determined by the Small Business Administration and the contracting 
procurement agencies: (1) To be in the interest of mobilizing the Nation’s full 
productive capacity, (2) to be in the interest of war or national defense programs, 
or (3) to be in the interest of a well-balanced national economy, to make such 
award or let such contract to a small-business concern. It is observed that item 
(3) introduces a new and somewhat broader criterion than that now contained 

in section 714 (f) (2) of the Defense Production Act. of 1950, as amended, and 
this is indicative, along with other provisions of the bill of the purpose of broad- 
ening the scope of the proposed program to include considerations other than 
the furtherance of national defense programs or mobilization of the Nation’s 
productive capacity to meet an emergency or temporary condition. 

Under date of April 1, 1953, the Veterans’ Administration, pursuant to re- 
uest, submitted a report to the committee related to section 305 of S. 753, 83d 
Jongress, ‘‘A bill to provide standby economic controls, and for other pur- 

poses,”’ which section would have continued the Small Defense Plants Admin- 
istration from June 30, 1953 until June 30, 1954. As therein stated an agree- 
ment was very recently (February 6, 1953) entered into between the Veterans’ 
Administration and the Small Defense Plants Administration, pursuant to re- 
quest of the latter agency received November 20, 1952, for a procedure for making 
joint determinations relative to awarding individual Veterans’ Administration 
procurement contracts to small business pursuant to section 714 (f) (2) of the 
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In view of the short period 


desire 

dy 7 Defense Production Act of 1950, as amended. 

, during which this procedure had been in effect, the Veterans’ Administration 

feels it then indicated that it had not had sufficient experience with the program to 

projects evaluate it and to furnish definitive comments to the committee. This position 

tions of S applicable to the subject bill. It may also be pertinent to repeat what was 

defense stated in that report that normally the larger percentage of procurement of 
supplies and services by the Veterans’ Administration is made from small- 


ould | business concerns. 
de : 7 : , 
rhe bill presents for the determination of the Congress an important question 


of national policy. While the Veterans’ Administration has no recommendation 

2SON to submit concerning this basic policy aspect one feature of the bill should be 
F especially noted for the committee’s consideration. Subsections 7 (b) and (c) 
contemplate that the Small Business Administration may establish itself as a 


prime contractor to a using agency and sublet the contract in whole or in part 
While there may be an advantage in 


to nongovernmental subcontractors. 





954 
re utilizing the services of an agency dealing exclusively with small-business matters 
as an intermediary prior to the using agency’s moving against a small-business 
contractor, there would seem to be a question as to the practicability of a generally 
ek of applicable procedure, authorized on & permanent basis, under which the basic 
Small procurement agency would move against another Government agency for the 
1 fr failure of a non-Government subcontractor to perform. In this connection, it is 
= Tree noteworthy that Public Law 670, 77th Congress, approved July 20, 1942, which 
pneral established prerogatives in favor of the War Department, Navy Department, 
hay wr lreasury Department, Civil Aeronautics Administration, and the Maritime 
” a Commission, to use other Government agencies as contractors for them, did not 
ae include in this provision the Veterans’ Administration or other agencies of the 
Jue Government generally. 
titive Advice has been received from the Bureau of the Budget that there would be no 
racts objection to the submission of this report to the committee. 
Ness Sincerely yours, 
ae Car. R. Gray, Jr., Administrator. 
ie 
on a 
rally 
. the FEDERAL Deposit INSURANCE CORPORATION, 
Washington, D. C., May 1, 1958. 
rect In re 8S. 1559. 
ding Mr. Ira Drxon, 
y is Clerk, Committee on Banking and Currency of the United States Senate, 
tion Senate Office Building, Washington, D. C. 
the Dear Mr. Dixon: This bill provides for extension of loans to small-business 
r of concerns with a guaranty by the Federal Reserve banks up to 90 percent of the 
all loans. 
by The Corporation is sympathetic to the purpose of this bill and the provisions 
all- seem adequate to safeguard the banks which would make the loans. However, 
} to since the bill concerns the Federal Reserve banks, this Corporation believes that 
Ing the views of the Board of Governors of the Federal Reserve System should receive 
Full first consideration. So far as the Federal Deposit Insurance Corporation is con- 
ns, cerned, it interposes no objection to the bill if it is acceptable to the Board of 
ich Governors of the Federal Reserve System. 
om Cordially and sincerely, 
ed Marte T. Haru, Chairman. 
nd 
\d~ » TRE 
an DEPARTMENT OF JUSTICE, 
1’s Washington, D. C. , May 28, 1953 
Hon. Homer E. CAPEHART, 
e- Chairman, Committee on Banking and Currency, 
id United States Senate, Washington, D. C. 
= Dear Senator: This is in response to your request for the views of the De- 
- partment of Justice concerning the bill (S. 1523) to create the Small Business 
- Administration and to preserve small-business institutions and free competitive 
, enterprise. 
“a The purpose of the bill as stated in its declaration of policy is to provide assist- 
g ance to small-business concerns and to encourage and develop their potentialities 
a in order to preserve free competitive enterprise and to maintain and strengthen 
Basically, the bill would combine in a 


8 the overall economy of the Nation. 
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single agency (Small Business Administration) the small business lending tunctions 
presently being carried out by the Reconstruction Finance Corporation as well 
as many of the programs of assistance to small business presently being provided 
by the Small Defense Plants Administration. Upon enactment of the measure, 
the existence of the latter Administration would terminate. 

Whether the bill should be enacted involves a question of policy concerning 
which this Department prefers to make no recommendation. There are certain 
features of the measure, however, with respect to which the committee may wish 
to give further consideration. 

Section 3 of the bill defines a small-business concern as follows: 

‘For the purposes of this Act, a small-business concern shall be deemed to be 
one which is independently owned and operated and which is not dominant in 
its field of operation. The Administration, in making a detailed definition, 
may use these criteria among others: Independency of ownership and operation 
number of employees, dollar volume of business, and nondorminance in its field.” 

The provision for independent ownership and operation is salutary, but the 
language ‘‘not dominant in its field of operation” is not of sufficient clarity to 
designate those concerns intended to be excluded. The word ‘‘dominant”’ might 
be interpreted to mean the largest concern in the field or it might be interpreted 


to mean one of the largest concerns in the field. Your committee may wish to 


revise this definition to insure that its interpretation wiil be consistent with the 
objectives of the proposal. 

section 12 (i) of the bill would provide the Administration with authority to 
establish advisory boards and committees wholly representative of small business 
as may be found necessary to achieve the purposes of the act. The bill fails, 
however, to define clearly the functions or composition of these proposed com- 
mittees. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely, 


WiuiraM P. Rocers, 
Deputy Attorney General. 


DEPARTMENT OF JUSTICE, 


Washington, D. C., May 28, 1958. 
Hon. Homer F.. CAPEHART, 


Chairman, Committee on Banking and Currency, 
United Stotes Senate, Washington, D. C. 


Dear SenAToR: This is in response to your request for the views of the Depart- 
ment of Justice concerning the bill (S. 1771) to authorize creation of small-business 
insurance and investment corporations. 

The bill which would be cited as the ‘‘Small Business Insurance and Investment 
Corporation Act of 1953,’’ would provide for the formation, under State law, of 
corporations having the primary function of granting financial and other assist- 
ance to small-business concerns. The articles of incorporation of such corpora- 
tions would be subject to approval by the Secretary of the Treasury and upon the 
granting of such approval the corporations would be authorized to borrow from the 
Treasury. The bill would also authorize the corporations to provide technical 
and managerial aids to small business. The corporations would be granted certain 
income-tax exemptions. The bill would permit purchase of stock in the corpora- 
tions by other financial institutions and would make the securities of the corpora- 
tions lawful investments. Upon approval of the Secretary of the Treasury, the 
corporations would be authorized to issue bonds which would be guaranteed by 
the United States. 

Whether legislation of this nature should be enacted involves a question of 
policy concerning which this Department prefers to make no recommendation. 

There are certain features of the bill, however, which it is believed should receive 
further consideration. 

Section 5 (b) of the bill defines a small-business concern as follows: 

“For the purposes of this Act, a small-business concern shall be deemed to 
consist of a business independently owned and operated which is not dominant in 
its field of operation, due regard being given to its number of employees and 
dollar volume of business.’’ 

The provision for independent ownership and operation is salutary, but the 
language ‘‘not dominant in its field of operation” is not of sufficient clarity to 
designate those concerns intended to be excluded. The word “dominant” 
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might be interpreted to mean the largest concern in the field, or it might be 
interpreted to mean one of the largest concerns in the field. Your committee 
may wish to revise this definition to insure that is interpretation will be consistent 
with the objectives of the proposal. 

Section 11 would give antitrust exemption to the corporation and its incorpora- 
tors, officers, employees, and agents in the formation and conduct of the business 
of the corporations, upon the approval of the Attorney General and the Chairman 
of the Federal Trade Commission. The section further provides that ‘Such 
approval shall be granted upon a finding that the formation of such corporation 
is in the publie interest”? and that approval may be reexamined and withdrawn 
for cause in the discretion of the Attorney General and the Chairman of the 
Federal Trade Commission. The necessity for such exemption is not clear and 
furthermore, the possibility of the use of these corporations as a means of elimi- 
nating competition, for example, through management of competing businesses 
and interlocking directorships, is such as to warrant caution in adopting such a 
method of providing what might otherwise constitute desirable aids to small- 
business concerns. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely, 
Wiiuiam P. Rogers, 
De puty Altorney General. 


FeperRAL TRADE COMMISSION, 
Washington, D. C., June 8, 1953. 
Hon. Homer FE. Caprnart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D, C. 


My Dear Mr. CuHarrMan: This is in response to the reference under date of 
April 29, 1953, with request for report thereon, of S. 1771, 83d Congress, Ist 
session, a bill to authorize creation of small-business insurance and investment 
corporations. 

This bill would authorize the creation of small-business insurance and invest- 
ment corporations whose primary function, to be expressed in their corporate 
charters, is to provide financial, technical, and managerial assistance to small- 
business concerns. Corporations created pursuant to the proposed legislation 
would be authorized to borrow from the Treasury in an amount not exceeding 
the current paid-in capital and surplus of the corporation, and also to issue bonds 
guaranteed by the United States in an amount not in excess of the current paid-in 
capital and surplus of the corporation, with a maximum of $1 billion in the 
aggregate applicable to loans and also to guaranteed bonds. 

The Commission is not in a position to comment upon the fiscal policy involved 
in the proposed legislation. It does, however, desire to comment upon the 
provisions of the bill relating to exemptions from the antitrust laws. These 
provisions are to the effect that such insurance and investment corporations and 
their “incorporators, officers, employees, and agents’’ would be exempt from the 
prohibitions of the antitrust laws upon approval by the Attorney General, which 
approval is subject to withdrawal for cause. They would also be exempt from 
the provisions of the Federal Trade Commission Act upon approval by the 
Chairman of the Federal Trade Commission, such approval also being subject to 
withdrawal for cause. 

It is not wholly clear whether the exemption from the antitrust laws and the 
Federal Trade Commission Act is limited to insurance and investment corpora- 
tions created pursuant to the terms of the bill or may, in certain circumstances, 
extend to borrowers as well. ‘‘Ineorporators’” of insurance and investment 
corporations may also be borrowers from such corporations, and the bill purports 
to exempt not only the corporation but also the incorporators. The bill does not 
indicate why such exemption is needed nor have we been able to see how the 
operation of an investment and insurance corporation, as provided in the bill, 
has any need for such exemption. Other corporations which either lend to or 
furnish technical or advisory assistance to business concerns are apparently able 
to do so without conflict with the laws relating to restraints of trade, and we do 
not see why the proposed insurance and investment corporation cannot adequately 
perform their functions without such exemption. “he bill does not contain 
standards explanatory of the proposed exemptions or sufficient vo guide the 
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Attorney General and Chairman of the Federal Trade Commission in either 
granting such exemption or in withdrawing it. 

It is our understanding that because of the commencement of hearings on the 
bill, your Committee desires a report as promptly as possible. For this reason 
we have not been able to obtain an expression from the Bureau of the Budget 
upon this report, but copies of it have been submitted to the Director of the 
Bureau of the Budget, and upon receipt of reply we will be glad to advise you 
further. 

By direction of the Commission. 

Sincerely yours, 
Epwarp F. Howrey, Chairman, 





EXECUTIVE OFFICE OF THE PRESIDENT, 
Orrice or Derense MOBILIZATION, 
Washington 25, D. C., May 25, 1958. 
Hon. Homer E. Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Senator Capenart: This is in response to a telephone request by your 
staff for our views concerning S. 892, a bill to dissolve the Reconstruction Finance 
Corporation and transfer certain of its functions relating to national defense to 
other agencies of the Government, and for other purposes. 

Since we believe that the programs of importance to national security can be 
adequately handled by other agencies we would have no objection to the general 
purpose of the bill. It should be pointed out, however, that if the statutory lend- 
ing authority of the RFC under section 4 of its act is terminated and no substi- 
tute provided, we can expect a proportionately greater use of the lending authority 
of section 302 of the Defense Production Act with a consequently larger drain 
likely on the funds made available by that act. The fact that loans under section 
302 have been kept at a low level is in part attributable to the availability of RFC 
credit to defense ventures not supportable by private financing. Loss to defense 
enterprises of that intermediate source of credit would uundoubtedly result in an 
additional demand for section 302 financing. 

Sections 3 and 4 of the bill are unnecessary and appear to place an undesirable 
limitation on the authority given to the President by other statutes. Authority 
for the rubber and abaca programs was given to the President as was authority to 
designate an agency to administer the tin program when the Reconstruction Fi- 
nance Corporation is dissolved. Similarly, the lending functions under section 
302 of the Defense Production Act of 1950, as amended, were granted to the Presi- 
dent. All of these programs are of importance to the national security and it 
would he undesirable’ to limit the existing authority of the President to select the 
executive agency best suited to handle the various programs. We believe those 
sections of the bill should be deleted. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely yours, 
Artuor 8. Fremmina, Director. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
Orrice oF DereNnsE MOBILIZATION, 
Washington 25, D. C., May 25, 1958. 
Hon. Homer FE. Capenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Senator Capenart: This is in reply to your letter of April 4 and a 
telephone request by your staff for our views on several bills concerned with 
financial assistance by the Government to business enterprises. S. 1523 and 
S. 1771 are confined to small-business assistance while 8. 1559 proposed to 
authorize the Federal Reserve banks to guarantee or purchase bank loans to any 
business enterprise. 

If the Defense Production Act is extended in approximately its present form, 
adequate statutory authority will exist to extend to business enterprises the 
financial assistance necessary to encourage the expansion of defense production. 
The assistance proposed by the three bills will not be needed to achieve that 
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objective although it is possible that additional Government credit may ease to 
some extent the demand for loans under the Defense Production Act. 

As to the form in which such intermediate credit might be made available, 
the views of other agencies more directly concerned are the important ones, of 
course, but it may be appropriate for us to point out that the provisions of 8. 1523 
are similar to those of section 714 of the Defense Production Act under which 
the Small Defense Plants Administration is currently operating 

The Bureau of the Budget advises that it has no objection to the submission of 
this report. 

Sincerely yours, 

Artnuur S. FLemMinG, Director. 


The CHAIRMAN. So, with that, we shall recess until 10 o’clock on 


Monday morning. 
(Whereupon, at 11:20 a. m., the committee recessed to reconvene at 


10 a. m., Monday, May 25, 1953.) 
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MONDAY, MAY 25, 1953 


Unirep Stratres SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washinaton, D. C. 

The committee met, pursuant to notice, at 10:10 a. m., in room 
301, Senate Office Building, Senator Home E. Capehart, chairman, 
presiding. 

Present: Senators Capehart, Bricker, Bennett, Bush, and Payne. 

The CuatrMan. The committee will come to order. 

Our first witness this morning will be Senator Thye, of Minnesota. 

Senator Thy, you may proceed in your own way. 


STATEMENT OF EDWARD J. THYE, A UNITED STATES SENATOR 
FROM THE STATE OF MINNESOTA 


Senator Tuyre. Mr. Chairman and members of the committee 
first I want to thank Senator Byrd for allowing me to make my 
tatement ahead of him. I have a subcommittee assembled in another 
committee room, and unfortunately we have not been able to get 
any other member to take over. Therefore, the witnesses are sitting 
and waiting for my return. 

Mr. Chairman, I shall take but a very few minutes to discuss S. 
1523, a bill that I have introduced for the purpose of aiding small 
business, particularly in this troubled era when the small-business man 
is concerned because he is competing with many of the larger manu- 
facturers in endeavoring to obtain defense contracts. 

Too often these small-business men are bidding for the first time on 
a war contract. If they are successful, they must start as if they had 
been in business over a period of many years. They must start right 
out as if they were a full-fledged organization with much history in 
back of it. 

How do they obtain financing to permit them to acquire the raw 
material, the materials for manufacture? How do they convince 
their local banker that they can do this job? The local banker is in no 
position to speculate op what their ability is or how they will succeed 
And, therefore he must too often deny the loan, if an application is 
made to him. 

For that reason I felt, and quite a number of my friends and 
colleagues felt, that we need to have some type of small defense plant 
agency or some agency comparable to it that would be able to assist in 
granting loans to a worthy small-business man that has just obtained 
either a subcontract or has received an initial contract from the 
Defense Department. 

Senator Busu. May I ask a question here? 


’ 
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ml ' : Senate 
lhe CHarrMANn. Senator Bush. . aa 
Senator Busu. Does the lending authority under this bill confine — 

lending to companies who have relationships with the Government? - 


that was 


Senator Tyr. Not necessarily, no. It is broad enough to take in nter 
, to ente 


any type of a small business, but we do associate the current need | 
with the defense effort. pe oe | 
Senator Bus. Would you be willing to restrict it to companies — | 
that have defense contracts or subcontracts—in other words, so as to Kee ra 
establish national interest? ing OF B 
Senator Tuyn. I would want to have the benefit of the committee's fare, as 


exploring that question with me, and to study that phase of the family. 
matter. I recognize this situation out across the countryside, and on 
that is why I hesitate to restrict it to contract under defense ex- The 
penditures. If you go to any community you like you will find cory 
young men who have gone into business. They have assumed a very ver ll 
heavy financial obligation, under an inflationary era. They were an : 
invariably the World War II veterans. Some of them now are busine 
Korean veterans. These young men assume very heavy financial a . 
obligations in oil stations, small grocery stores, small garages, imple- ‘ ar 
ments stores—I could name many, even to the construction field. onan 
And, they assumed those obligations under an inflationary era. tor 
Then as your inflation tapers down, these boys are hard pressed. Th 
They have to have a longer term of financing than they had anticipated a 
when they contracted their obligations. 7 *S c 
[ was in Illinois on Friday night, and I talked to 2 or 3 young men 1 
that just happened to bring this question up to me. I talked to two of Ii 
of them in the airport in Chicago on Saturday, between planes, and " Tt 
this same question came up: “I contracted for $15,000 or $20.000 for ui , 
this little business here 3 or 4 years ago. It was at the peak and | N, = 
anticipated an income from this business of so much over a period of . vl 
7 or 8 years, when I would retire the obligation that I had contracted. T" 
Now my business has tapered downward, and my values have shrunken lefe 
a little bit.” I am just quoting them. es 
And, they say, “We are up against it. We are not certain we can . 
carry through.” S, 
Now, I am thinking about those young men. If we have such an 7 
agency we might be able to carry them through and save their busi- q 
ness, just the same as the Reconstruction Finance Corporation when " 
it was first introduced came to the aid of distressed business in a very hes 
depressed era of our Nation’s history. It had a most commendable ae 
record at the beginning of its operations, and its record was destroyed — 
when it no longer was being used for the purpose it was originally ™ 
intended for, and that was to aid distressed businesses, small Pp 
businesses. ae 
I know that Senator Byrd will go into that question very thoroughly. i 
The bistory of the RFC became such that it was not a compliment he 
to a Federal agency’s operation. And I have tried to limit S. 1523 to 3 
a smaller amount of money and to a closer administrative function 1 
than RFC had ever been drawn or intended for. P | 
Small business, I believe, will need some assistance from Congress, - 
if we are to give these young veterans that return from Korea and have fe 
returned from World War II an opportunity to carry through, even li 


though they have an obligation that was unduly heavy, because they 
assumed the responsibilities and the obligation during an inflationary 
year in our economy. 


— . ——————— 
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Senator Busy. May I ask a question there: Is the bill intended to 
limit such loans to veterans of any war? 

Senator Tuyr. No; it would not, because you might have a man 
that was entirely a worthy young man, who was physically disqualified 
to enter the service. He would have gone into the service if he had 
been physically able to. I do not think that young man should be 
denied the cpeiinole: of making a loan or obtaining a loan from a 
Federal agency, in the event he is either going into defense contract- 
ing or if he is going into a business that w ill increase the national wel- 
fare, as well as giving himself an opportunity of taking care of his 
family. 

Senator Busu. It is really open to anybody then. 

Senator Taye. That is correct. 

The CuarrMan. Senator Thye, we have a bill before us by Senator 

syrd and others to liquidate the RFC. We have your bill, S. 1523, 
as well as 5 or 6 others, to set up a new agency to loan money to small 
business. Are you in favor of liquidating RFC 

Senator Tuyk. Yes, Senator; | am, because I made the statement 
that when it was first enacted into legislation its purpose and its 
entire function were laudibie, but it was misused and had been used 
for purposes entirely other than what Congress had first intended. 

Therefore, I think the RFC should be liquidated. 

The CuarrmMan. Would you be in favor of liquidating RFC if there 
was no other legislation left to 

Senator Ture. No; | would not. I would want to clean up RFC 
and put restrictions and limitations on it. I would not be in favor 
of liquidating RFC and have no other lending agency. 

The Cuarrman, Your bill was to be permanent legislation. You 
were speaking in terms of the war a moment ago, or war materials. 
Now, your bill is permanent legislation 

Senator Tuyn. That is correct, sir. 

The CuarrMAN (continuing). To take care of not only loans for 
defense purposes but likewise for civilian goods? 

Senator Toys. That is right. 

The Cuarrman. And your bill limits the loans to $100,000. 

Senator Tuyn. That is right. 

The Cuarrman. That is $100,000 to any individual. 

Senator Tuyx. That is right. 

The CuarrMan. We have had a lot of discussion here during our 
hearings the past week in respect to that $100,000, as to whether or 
not the principal is right; that, if we ought to have an agency to loan 
money to small business, why do we limit it to $100,000? 

Senator Tuyr. That is a very difficult question to answer, but it is 
a good question. 

I would say that someone would say $150,000 would be the most 
adequate limitation, and others would say small business should not 
be given over $50,000. I think it will require the wisdom and judg- 
ment of you gentlemen on the Banking and Currency C ommittee, 
plus the views of all of us, to determine which is the right sum of 
money for small business. 

I can see that maybe $25,000 would be the right sum, but in a de- 
fense plant I cannot conceive that a $25,000 loan would alw ays meet the 
little operator who is trying to get a war contract or defense contract. 


383869—53——-15. 
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Senator Busx. Senator, would you be willing to put a terminatio: 
date on this bill? 

Senator Taye. I hesitate in making a reply to this. If the defens, 
operations came to an end 5 or 10 vears from now, and if our econom, 
was entirely a normal, stable economy, then I could foresee that ther 
may not be the need for any such loaning agency. It is all dependent 
upon what our national problems are going to be. Are we going to by 
confronted or forced to continue defense expenditures to maintain 4 
high state of pre paration? That, of course, throws your business into 
other than a normal state of affairs. 

Senator Busn. On the other hand, Senator, this is a rather novel 
departure from the traditions of the past. When vou are going int 
uncharted waters like this, would it not be a good idea to put in a te 
mination date of, say, 5 years, so at that time the Congress may 
review the situation? 

Senator Taye. The provision of the act only gives a marginal term 
of maturity date of 10 years. So, you would have to make it 10 years 

Senator Busn. Not necessarily;no. You could stop lending mone, 
at the end of 5 years; and then, if the Congress concluded at the end of 
5 years that it did not want to continue it, they would then eliminat: 
it. It would be just like eliminating the RFC, if this bill passes 

There would be no trouble about that, but it would force a review o! 
the situation, of a very novel situation, at the end of a period of years 

It seems to me that 5 years is a reasonable period. 

Senator Tuyr. I would be more inclined to take a longer view of it. 
I would be more favorable to the thought of 10 years, because we are 
already talking in terms of defense expenditures and appropriating 
for 1954 and 1955, and we are thinking in terms of defense 4 or 5 

years from now. 

For that reason, I would be more inclined to say that I would be 
willing to yield to a period of 10 years rather than 5. 

Senator Bus. Senator, if you were going to confine this to bor- 
rowers, for defense purposes, for defense contracts, I would agree with 
you, because when the defense contracts disappear then the need for 
a loan disappears. But, as long as you have it open for any kind of 
borrower for any purpose, do you not think it would help a lot of 
people to vote for it if you put a 5- year termination on it? That it 
would give the Congress a chance to review it in 5 years? 

Senator Tuys. I realize that. But, if you were a young man that 
had acquired a filling station or a garage, with your present high rate 
of taxes, your opportunity to pay ‘off a loan is quite limited, because 
of the taxes that are imposed. Therefore, if a man obligated himself 
for $25,000, he would still be in financial difficulties after 5 years. 
For that reason, I am thinking more of a long-term loan than a short- 
term loan. 

Now, a local banker can oftentimes handle a short-term loan, but 
he cannot handle a long-term loan, and I think this agency here could 
do this, to underwrite the loan and let the local bank handle it. I 
would rather see the local bank doing business in the community than 
the Federal Government loaning the money. If this agency could 
underwrite the loan to the bank and let the local bank make the loan, 
you are going to have a better relationship between the loaner and the 
bank and the community. 


Senator Buss. This provides that that guaranty could be given? 
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minat Senator Tuyr. Yes. 


Senator Busu. Rather than direct loan. 


' defer Senator Taye. Yes, sir; I would like to see it. I look back to the 
pon early depression years of the 1930’s. I know that as a result of 
at ther congressional action, the commissioner’s loan, which was the second 
Penden} mortgage to the Federal land bank loan, was oftentimes the fund 
Us tobe & that saved the farmer from foreclosure and those loans were paid 
MivGin back, plus interest. The Federal Government did not lose a penny, 
SS Inti and it saved the farmers across the country and kept them in operation 
RFC came into being at the same time. RFC was enacted to be 
= Ve a loaning agency to assist business from being liquidated when it 
ng into was no fault of the businessman when he was financially in distress 
a ter The RFC had a good history of performance in those early years 
7 en The RFC did not get into disrepute until it commenced to function 
under Federal defense operations, when it became the agency that 
ooo acquired rubber and other strategic materials, and when it was used 
years for a dozen different purposes. Then, after the war, it stepped into 
mone} every conceivable type of a loan, and that is when RFC got in bad 
end of repute with Members of Congress, as well as the general public. 
anne I have a feeling here on this little loaning agency, that it will not 
PASSes be granting a sufficiently large enough loan to ever get into the same 
m0 disrepute that RFC has as of today. 
vears Senator Busu. Is there any restriction as to the type of loans that 
may be made by this administration? In other words, will they be 
of it prohibited from making loans on amusement ventures? 
ve are Senator Tuyr. No, I would not say that. 
ating Senator Busu. They could make any kind of a loan the RFC 
wr oO could? 

Senator Tuy. That is right. Of course it will be the administra- 

ld be tive authorities who will have to be relied on for sound judgment not 
to make the type of loan you have just referred to. 
bor- Senator Busu. Of course that was true of the RFC. 
with Senator Tuyr. That is right. 
d lor Senator Busu. The difficulty I am having with this is to try to 
id of associate this with the national interest. I agree with you it is fine 
tt of for people to go and borrow money where they cannot get it any 
al it place else, and they finally have to go to the Government to get it. 
That is an accommodation to some people, undoubtedly. But, | have 
that the funny, old-fashioned idea that the Federal Government does not 
rate get into these things unless the national interest is involved. I am 
suse having a little trouble tying the national interest into this particular 
self thing, which relates to just a few hundred people a year, judging by 
ars. the records of the Small Defense Plants Administration, and also the 
Ort - RFC records. 

Senator Payne. Senator, if you will yield for a moment, would you 
but not say that perhaps some of the difficulty that we found ourselves in, 
uld insofar as the private lending agencies being able to meet these 

requirements of small business, has been the very fact that Govern- 
lan ment itself has imposed certain restrictions and has brought into being 
uld other factors that the have definitely deterred the opportunity of 
an, private lending institutions to take case of the needs of small business. 
he Senator Ture. I think you have stated it very well, Senator, that 


you have certain restrictions on the banking institutions of any 
community. The banker has to have a solvent and what you might 
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call a liquid loan, or he is in difficulty with his local banking depart- 

ment, as well as the Federal banking department 

Senator Payne. You know, Senator, that an examiner will come into 
a bank today where a business, to be able to continue, has bad to get 
a long-term loan. If a bank out of the goodness of its heart has been 
willing to go through on a long-term loan, that same examiner. 
whether it is written in the regulation or not, puts a little red check 
against the long-term loan and says that is not a good thing for this 
bank to be in. Where is that fellow going to turn for his long-term 
loan? 

Senator Toye. That is what I think. And, as long as we continue 
in what might be termed a defense economy, we know that small busi- 
ness needs the type of assistance proposed in S. 1523. Take a small 
businessman successful in being awarded a subcontract. P erhaps he 
has never made that item, he has never manufactured that piece of a 
machine-tooled equipment. I have seen them out across the country. 
Maybe they are working on just a piece of a gun, or just a piece of a 
gun mount, or maybe they are working on part of an atomic weapon 
of some kind, or on a jet-propelled motor. When they go into the 
local bank and say, “I have been awarded a contract here that is going 
to require that I have $25,000 or $50,000 in order that I may get my- 
self set up, tooled, and get the materials to work with,”’ the local 
banker cannot take a chance, because he does not have the authority 
to take a chance with that man. But, if that man comes in here to a 
small administration, or to such a loaning agency as I propose in 
S. 1523, and the administrator of the agency knows that the man has 
been awarded a subcontract or primary contract, and he knows that 
if he makes that number of pieces in a given period of time that he 
will earn so much money and can retire this loan, then the administra- 
tor of this loaning agency can grant him the loan. Then that small- 
business man is helping to meet our defense preparation, and at the 
same time he is remaining in business. If you did not have this loaning 
agency, and he could not obtain the contract, he would go out of 
business and he would not be a good, substantial businessman on the 
main street of your town or my town, when the defense preparations 

or operations cease and you turn back to a normal economy in this 
Nation. 

That is the way I see it, and that is why if RFC should be abol- 
ished—and I think it should—then we have got to bring in some 
other type of agency to get down here and aid that small-business man. 

I am not condemning the local banker, because the local banker is 
so restricted by State and Federal banking laws that he cannot aid 
this man and he cannot take a chance on a worthy man who is in 
distress, because he bought in under an inflationary era. As the 
inflation tapers downward his values and his earning opportunities 
have depreciated or declined with the decline in the economy, and 
he must have a longer period of years to pay out his obligation, or 
he will be liquidate .d and the local banker cannot meet that question 
or that situation. 

Therefore, I think we need this type of an agency because you and I 
are not living i in a normal era and we are not going to be in a normal 
era for 3 or 5 or 10 years. 

The CuyatrMan. Senator Thye, would you recommend that we 
possibly limit this to loans for defense purposes only? 
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depart Senator Turn. No. As I stated before, I would like to have it 


ceneral, because many a war veteran is out, and in need of some 
Me inte long-term credit, and he may not be engaged in defense. He may 
1 to get be doing something that is a necessity in our economy. 
a8 bee, The Cuatrman. The original purpose of the RFC was the public 
AMINE interest, and nothing else. 
1 ches Senator Turn. Yes, sir. 


for this The CuarrmMan. Only to loan money where the public interest 
y-term was involved. For example, it was to loan money where if a company 
failed, other innocent people would be hurt. That was its only purpose 
mtinue Senator Tuyn. That is nght. 
Il busi The CuHarrMan, It got completely away from that, in my opinion. 
} smal] That is possibly one weakness in the bills before us at the moment. 
aps he The public interest is not mentioned, I do not believe, in any of the 
'e of a bills, but it is just to be an out and out loaning agency 
untry, I am just wondering if we are going to do anything in respect to 
0 Of a that. If it ought not to be done on the basis that a loan could only 
eapon be made where the public interest is served, rather than the people 
0 the who received the money, except possibly on defense contracts. What 
roing is your thought on that? 
t my Senator Tuyn. Well, I think that you have a very proper point 
local in that respect, and, of course, it is in the public interest if a very 
jority worthy young man, through no fault of his own, except the disloca- 
» toa tion of our economy—that is, the recession from an inflationary 
se in threat to that of a normal economy—may have found himself with 
n has an unduly heavy financial burden and a monthly or yearly payment 
that that he cannot meet. It is the public interest if you do not let that 
it, he man be liquidated when he is a very deserving citizen and is en- 
stra- deavoring to pay. 
nal]- I would say that language inserted to specify the standpoint of 
the public interest would be perfectly all right. But, Mr. Chairman, | 
ning am taking more of your time than I had anticipated. 
it of The CuarrmMan. One further question. Senator Goldwater has 
the asked me to ask you if in your bill, page 2, line 14, it might not be 
ions wise to add this language: “including producers of strategic and 
this critical minerals and metals.” 

Senator Turn. I have talked with Senator Goldwater about that 
bol- very question, and I have agreed with him that I could not see any 
yme objection to the inclusion of that type of language in the bill, because 
an. I know that he is endeavoring to reach those miners who are develop- 
r is ing mining operations. 
aid Mr. Chairman, may I submit for the record this prepared statement? 
} in The CuHarrMan. Without objection, we will place it in the record, 
the and any other statement you care to make later 
les (The prepared statement of Senator Thye follows): 
nd 
or STATEMENT OF Epwarp J. Tuyr, A Unirep States SENATOR FROM THE STAT! 
on or MINNESOTA 

Mr. Chairman, I appreciate the opportunity to appear before this committee 
] I today to discusss 8. 1523, a bill which I introduced on April 1, the purpos of 
al which, as expressed in its title, is to create the Small Business Administration and 

to preserve small-business institutions and free competitive enterprise. 

Those are few words to express so large a purpose. Yet, they are an accurate 
ve measure of the vast ground we have covered since June of 1942 when Congress, 


by establishing within the executive branch the Smaller War Plants Corporation, 
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recognized that in times of national emergency extraordinary steps must be taken 
to preserve our smaller business enterprises. 

We struggled with the small-business problem throughout the Second World 
War and pioneered our way through some of the complexities of this subject. 
Following the outbreak of hostilities in Korea, it again became necessary for Con- 
gress to establish another independent. executive agency to safeguard the welfare 
of small-business men. Thus was created the present Small Defense Plants 
Administration, the authority for which expires on June 30. 

During all these years, our administrative techniques for dealing with the prob- 
lems of small business have developed and have become more effective. Today 
we are much quicker to recognize the symptoms of the economic dislocations 
which afflict small companies. By the same token, legislative and administrative 
remedies for these economic disruptions can today be more quickly applied. 

Despite this progress, there has been and still remains a serious gap at the 
national level in what might be termed the philosophic concept in aiding free 
and independent enterprise. Historically, aid to small business has been viewed 
as a part-time job, to be undertaken only when our country has been in the throes 
of war Yet those in and out of Government who have given serious and sustained 
thought to the welfare of our small-business men realize that their problems are 
not in any sense part-time problems. They must live with them day by day, 
in good times and bad, in peace as well as in war. That is why there has grown 
up during the past decade a keen awareness that the Federal Government owes 
to small business more than spasmodic assistance. 

The Senate itself demonstrated this point of view when under the leadership 
of the late Senator Kenneth Wherry it created the present permanent Committee 
on Small Business in February of 1950, almost 6 months, it should be noted, 
before the Communist aggression in Korea. The Senate itself took the lead in 
advocating the principle of maintaining a continuous surveillance over the welfare 
of small business. 

5. 1523 is an attempt to remedy this basic omission in the executive branch’s 
efforts to help small business and by so doing, to help strengthen our traditional 
system of free enterprise. In its unique proposal to create a permanent Small 
Business Administration, this measure is but a logical summary of a decade of 
experience in trying to aid small-business men to cope with the multitudinous 
problems confronting them. By adopting 8S. 1523, Congress will announce to 
the entire American business community that its Government stands ready at 
all times to help preserve the relative position of small business in relation of its 
larger and more powerful rivals. 

Certainly, 95 percent of our business enterprises by number are entitled to see 
within the executive establishment an independent and aggressive agency which 
has no other objective than to watch over their interests. Experience has shown 
that this vital program cannot be carried out successfully in departments which 
have numerous other responsibilities. We have hearned that when such attempts 
have been made, the small-business program tends to become submerged and 
generally ineffective. 

For this reason, 8. 1523 calls for the establishment of a completely independent 
Small Business Administration whose authority shall stem directly from the 
President. This agency shall be headed by an Administrator who shall be assisted 
by three deputies. I shall just briefly describe some of the major provisions of 
this small-business bill. 

Because of the difficulties small-business men encounter in obtaining needed 
credit, S. 1523 provides for a revolving fund of $150 million of which $100 million 
if for making loans or advances to qualified small firms. I wish to call your atten- 
tion to the provisions in section 7 which states that all loans made by the Small 
Business Administration shall be made within a general policy framework devel- 
oped by a Small Business Loan Policy Board composed of the Secretaries of the 
Treasury and of Commerce and the Administrator of the small-business agency. 

There are a few points about this contemplated lending program which I should 


like to stress. First, such loans will have the objective of making it possible for 
qualified small companies to obtain needed working capital, to undertake plant 
construction and expansion, to secure equipment and supplies, and to be able to 
pay for research and development programs. This last point is an area in which 
small companies have, of necessity, often lagged behind their larger and more 


affluent commercial rivals and so have found it difficult to keep abreast of techno- 
logical progress. 

Second, no small business loans shall be made from this revolving fund unless 
the applicant can prove that he has been unable to obtain credit at reasonable 
rates from private lending sources. 
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Chird, such loans to a small business shall not be made in excess of $100,000 
itstanding at any one time and the maximum maturity shall be 10 years, except 
at any loan made to construct an industrial facility may be extended, if neces- 
carv, beyond the 10- year term. f 

lo avoid wasteful duplication, it is provided that after the date of enactment of 
this measure, the Reconstruction Finance Corporation shall forward all requests 
for loans from small companies to the Small Business Administration. 

Fifty million dollars of the revolving fund may be used by the Small Business 
\dministration to finance a prime contracting program when deemed desirable. 
While it is contemplated that this authority will be used sparingly, it nevertheless 
becomes necessary at times for a small business agency to take in its own name & 

yntract from a Government purchasing office and, in turn, to subcontract this 
york to small companies which for one reason or another have been unable to 
ecure this business on a prime contract basis 

Another major function of the proposed Small Business Administration will be 
to represent the entire small enterprise segment of our economy in the highest 

jieymaking councils of the executive branch. ‘Too much importance cannot be 

cribed to this duty. Time and again it has been found that unnecessary burdens 

e been placed on small businesses simply because their needs have been over- 

oked in the initial formulation of policies and the issuance of orders and regula- 
tions affecting small business concerns, 

For instance, today and probably for some time to come, there will not be 

ifficient supplies of some materials to meet the full needs of our industrial 

\obilization as well as the needs of our e apaneeng civilian seenemig: . Itis always 
he small plant that gets squeezed the hardest in times of shortage Therefore, 
5. 1523 provides the Small Business Administration shall take every step possible 
to assure that a fair share of available materials and supplies shall be channeled to 
mall companies In addition, there is authority to obtain from industrial 

ppliers of such materials information on their methods of filling orders and the 
asis on Which available supplies are allocated among all segments of industry. 

In the vital field of Government procurement, this bill gives to the small- 
business agency power to certify to purchasing offices the competency and credit 
of small producers, and such certifications, after full investigation of each individual 
ease, shall be binding on the procurement branches of the Government In a 

ord, of all the authorities exercised by the present Small Defense Plants Adminis- 
ration for increasing small business’ share of Government contracts—a most 
important avenue of aid—have been retained in the present measure. 

rhose, in outline, are the major provisions of this proposed legislation in behalf 
of small business. The members of this committee are fully familiar with the 
present-day needs of American small-business men. Therefore, no extended 
elaboration of these problems seems necessary. ‘There are, however, as we all 
know, forces of evil swirling through the world today which are bent on destroying 
the American way of life. Our free-enterprise system of doing business is part 
and parcel of that way of life. If, as I am sure you will agree, small business 
forms the broad foundation upon which rests the towering structure of our indus- 
trial strength, then it follows that we must do everything within our power to 





preserve and foster small business. I believe that 8S. 1523 is one way to achieve 
this goal. 

The CHAIRMAN Thank you, Senator Thvye We appreciate your 
testimony very much. 

Senator Toyz. Thank you. And J thank Senator By rd for 7 ielding 
to me, 


The CuarrMan. Senator Byrd, we are delighted to have you with 


is this morning. 
You may proceed in your own way 


STATEMENT OF HARRY F. BYRD, A UNITED STATES SENATOR 
FROM THE STATE OF VIRGINIA 


Senator Byrp. Thank you, Mr. Chairman 

{ appear here today on behalf of S. 892. That bill was introduced 
by myself, Senator Bricker, Senator Robertson, Senator Ferguson, 
and Senator Williams It is the identical bill, Mr. Chairman, that 


i} 


4 years ago, as the chairman will recal| 


was considered 
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Senato 
At that time we had the honor of baving Mr. Herbert Hoover. it was & | 
former President of the United States, appear before this committee One t 
I think he then stated it was the only time he had appeared before » was the 
committee, except when he presented his report on the reorganizatio: brewerle 
of the Government. place wi 
It was under Mr. Hoover, as the committee knows, that the RFC The lt 
was established. And he made, in my judgment, one of the most James 
powerful arguments in favor of the immediate abolition of the RF( The ] 
that could have been presented. Harvar 
I think it would profit the members of the committee if they could The 
read that testimony. It was delivered on April 30,1951. Mr. Hoover The - 
left New York very reluctantly and spent an entire day coming and The» 
going in order to deliver this testimony, and Senator Bricker prevailed nearly 
on him to come. was ne 
[ am not going to refer to that testimony in detail, except to mention Now 
just a few parts of it. Mr. Hoover made it very clear that he favored Gers 
the immediate abolition of the RFC, as its usefulness no longer existed so fort 
He started the RFC, I think, in 1932, and it is 21 years old. It started read @ 
as an emergency temporary agency, and is already of age, 21, so | Hol! 
think it is time enough ; The 
The Cuarrman. Old enough to vote. The 
Senator Byrp. Yes, and I think that is time enough for a temporary The 
agency to expire. tee, tl 
In addition to the arguments he made, Mr. Hoover presented a list to be 
of loans that had been made, and not so far back either—1949. could 
There was the Sax Enterprises, Inc., Miami Beach, $1,500,000. his he 
The Mapes Hotel, at Reno, Nev., $1,300,000. Th 
Simburg, Harry and Jennie, at Miami Beach, $1 million. to be 
Jack Tar Court Hotel, at Hot Springs, Ark., an unpaid loan balance from 
as of June 30, 1950, of $565,000. Se: 
The Balsams, Inc., Dixville Notch, N. H., unpaid loan balance of put | 
$300,000. that 
Knutson Hotel Corp., Minneapolis, Minn., $295,000. the | 
The Bluebeards Castle Hotel Corp. in the Virgin Islands—I have Gov 
been there—had a loan of $250,000. Now, exactly why we should mo 
loan money to a hotel in the Virgin Islands, I do not know. But we loan 
made two loans. > 
The Cuarrman. If the Senator will yield, it might interest you to T 
know I was in Innsbruck, Austria, last summer and stayed in a s 
beautiful new hotel that was financed 100 percent by the so-called ask 
Marshall plan money. The money was loaned to the Italians who " 
came up to Innsbruck and built this beautiful hotel. the 
While we were there, they were building another one across the 
street, with American taxpayers’ money. 

Senator Byrp. That is one reason I always voted against the | 
Marshall plan. I knew the money would be wasted and squandered. RI 
The Cuatrman. I just wanted to get that in. be 

Senator Byrp. I am just as much opposed to the Marshall plan to 
doing these things as I am the RFC doing them. ol 
The CuatrmMan. That was just one indication, a beautiful new hotel, ce 
and they were building another one across the street, financed 100 sl 


percent with American taxpayers’ Marshall plan money. Our Gov- 
ernment loaned them the money to build one of the hotels—— 
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Senator Byrp. I think the Senator will agree with me when I say 
it was a gift, not a loan. 

One thing that astonished me in the list of loans Mr. Hoover had 
was the enormous amount of money we had loaned distilleries and 
breweries throughout the country. I thought that would be one 
place where you would not need to make loans. 

The United Distillers of America, Inc., got $331,000. 

James Distillery, Inc., of Baltimore, Md., got $315,000. 

The Harvard Brewing Co.—I suppose that is not connected with 
Harvard University—of Lowell, Mass., goi $300,000. 

The Old Rock Distilling Co., of Joplin, Mo., got $240,000. 

The Morello Winery of Kerman, Calif., got $200,000. 

The total of these loans to the distilleries and wineries aggregated 
nearly $2 billion. That was one class of corporations that RFC 
was never intended to finance. 

Now, the Hal Roach Studios in California got $1,292,950. 

Gersonde Bros. Recreation, St. Joseph, Mich., got $377,000—and 
so forth. I will not take up any more of the committee’s time to 
read all those. 

Hollywood Stars, Inc., got $172,000. 

The Gold Front Bar, in Michigan, got $85,000. 

The Plymouth Rock Bar, in Detroit, Mich., got $39,000. 

That just indicates, Mr. Chairman, and gentlemen of the commit- 
tee, the dangers of placing great sums of money in the hands of anyone 
to be loaned, without standards. There were no standards. They 
could loan it by the color of a man’s eyes, if they chose, or the color of 
his hair. He does not bave to have security. 

The CuarrmMan. The original intention, of course, was that it had 
to be in the public interest. It seems to me they got completely away 
from that. 

Senator Byrp. It seems that when these vast sums of money are 
put in the hands of individuals, the temptation is so great to misuse 
that responsibility. I am not speaking of the fraud and the graft and 
the favoritism that existed, which did as much to discredit the Federal 
Government as anything in the 20 years I have been in Congress. 

Senator Payne. What years, Senator Byrd, generally were those 
loans made? 

Senator Byrp. Most of them were in 1949 and 1950. 

The Cuarrman. How many pages of Mr. Hoover’s testimony? 

Senator Byrp. It is not so long. You yourself, Mr. Chairman, 
asked many of the pertinent questions. 

The Cuarrman. I was thinking in terms of maybe placing it into 
the present record. 

Senator Byrp. I think maybe some can be excluded. 

The CHarrMan. What is the page? 

Senator Byrp. Page 89 of April 30, 1950, the hearings on the 
RFC Act amendments of 1951. 
ft It could be condensed and I think it would be extremely pertinent 
to this consideration, because it is my judgment that Mr. Hoover is 
one of the greatest Americans this country has ever produced, and 
certainly in a thing like this his views should be given unusual con- 
sideration. 

The Cuarrman. Will the Senator yield? 
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| would like to suggest at this point in the record that those reading you a 
this record refer to the hearings of the Committee on Banking and Is snare 
Currency of the 82d Congress, Ist session, no numerous bills, of it be toss 
April 27, 30, May 1, 2, 22, and 23, 1951, and they should read President Any § 
Hoover’s statement, beginning on page 89. 


under a 


< amou 
Senator Byrn. And I hope, Mr. Chairman, the members will read A 9 


too, the colloquy and the questions that were asked Mr. Hoover Tae a 
Senator Capehart asked a number of the questions. will _ i 

I believe that gives a presentation on this matter as complete as ve hs 
could be gotten before the committee. who, " 

Let me emphasize further that not only has Mr. Hoover recom- one 
mended the abolition of the RFC, but Jesse Jones has recommended ae 5} 
it very strongly, and he perhaps knows more about the details than bare 
any other one man. Mr. Eugene Myer, the first Chairman of the loca 
RFC, has recommended abolition. James F. Byrnes wrote a letter, wR 
which I then inserted in the record, saying that he, in his various BONG 
capacities, thought it should be abolished, and he quoted President i i 
Roosevelt in saying to him, before Mr. Roosevelt died, that he thought Gover 
the usefulness of the RFC was gone. oo 

I think the opinion of those distinguished mea certainly should have with 
great weight. 


and g 


‘ * . . e b 
Mr. Chairman, I am not going to take up any more of your time th 
than I have to. 


ment 
The Cuarrman. Senator Byrd, may ask a couple of questions. of cy 
One of the most troublesome parts of the banking business, of an 
course, is so-called marginal loans, and I think we can well say that it 7 
is one of our most troublesome problems in business. but 
Senator Byrp. Did you say marginal loans? oe 
The Cuairman. Yes, marginal loans. That is one of the most 
troublesome portions of a bank’s business, and I think it is possibly poe 
one of our most troublesome problems, as far as our economy is 2s 
concerned. Pigg 
[s there a need, or is it possible, in your opinion, to set up some sort for 
of an insurance agency, or a guaranty agency, whereby lending insti- ~- 
tutions could secure insurance against losses in respect to marginal the 
loans? [am just thinking out loud. Let us say, along the lines of the ; 
Federal Deposit Insurance Corporation. I am thinking in terms now tal 
of the Government making no direct loans, but setting up something or the 
at least helping to set up or start some insurance agency, where banks 3f 
could get some protection on marginal loans, getting completely away 41 
from direct loans, but on some sort of an insurable basis. av 
Senator Byrp. Mr. Chairman, I do not know where you would get he 
the funds for that insurance. In the FDIC, as the chairman knows, al 
the funds are paid by the banks exclusively. They pay so much on ' 
their deposits. And, for that reason, the Government makes a k 
guaranty of $10,000 out of the funds that the banks have provided. a 
The fund now represents a very substantial sum, because it has not 
been called upon. . 


[ should think that responsible business would have a very strong 
objection to paying funds to some Government agency, in order to 1 
help an insolvent business. I just do not see how that would work. , 

The Caatrman. We both agree, I think, that the fundamental busi- 
ness of RFC or any lending agency is, No. 1, that the Government : 
has only X amount of money to loan, so the question is, Who are 
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vou going to loan it to? And, second, of course, is the human element: 
Is there going to be favoritism, and who will get the money, and will 
it be loaned to the proper people in the interest of the public? 

Any sort of a direct loaning agency under the present RFC Act or 
under all the bills that we have before us, contemplates, of course, 
X amount of money directly to X amount of people. Well, to whom? 
That is the big question, who will get the loans. A hundred people 
will want them, and they might only have enough for 10. 

Senator Byrrp. Of course they are not supposed to loan it to people 
who have banking facilities elsewhere, so that puts them in a doubtful 
class, 

Mr. Chairman, my only thought about that is that I believe in all 
business loans, there should be bank partic ipation. I feel that if a 
local bank is willing to take, let us say, 25 percent of a loan, or perhs - 
50 percent of a loan—not less than 25 percent— that local bank 1 
voing to look over the condition surrounding this particular bibcowsr. 

Now, you know it is possible that great injury may be done by 
Government loans. Take a man who is financing his own business, 
doing a good job, and then some other person wants to compete 
with him. He goes to Washington and gets a loan without security, 
and goes into competition with this other man who has gone up from 
the bottom by the regular private-enterprise process, and with Govern- 
ment money he may put the man who has invested his own money out 
of business. This is worse when it is not in‘an essential activity that 
the Government is financing. 

Now, when you get into essential activities, that is another question, 
but in just an ordinary business | believe that participation by the 
local banks should be a requisite. 

The CHairnman. That is what we are thinking of. I think we have 
already had some testimony during this period, and over the years, 
to indicate that it is awfully hard for banks to make loans for many 
reasons. One reason is that the Government will not permit them 
for tax purposes to set up sufficient reserves; and, secondly, bank 
examiners throw the loans out. And yet, there is a twilight zone 
there, where possibly it ought to be done. 

Senator Byrp. Now, a bank may often participate when it will not 
take a whole loan. As the chairman knows, that was the custom of 
the RFC for years, under Mr. Jones. But, as it now stands, of the 
375 million business loans the RFC had on November 30, 1952, only 
41 million involved bank participation. They have gradually gotten 


away from that. And, I know, from personal knowledge, that banks 
having shaky loans transferred them to the RFC. That is inexcus- 
able. 


Now, if you had bank participation, I think the local bank would 
know the local man. In the case of the RFC, or whatever agency 
might be here, this would be impossible. These small loans, Mr. 
Chairman, must be made on character. If they cannot be made on 
security, they have to be made on something. 

The CuarrMan. You are thinking in terms of bank participation 
I was thinking in terms of 100 percent bank participation, but some 
sort of an organization or agency that would guarantee them at least 
partially against losses on so-called marginal loans. 

Senator Byrp. Say a bank would take 50 percent participation 
They could not use over 50 percent. I have not thought of this idea 
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of having something like the FDIC, but I do not know where you 
would get the money or who would put up the money to make good 
these losses. 

Senator Busu. Who pays the premiums? 

The Carman. We are simply thinking out loud, and we have been 
in this committee since we have been listening to testimony. | 
always have the idea that if you think about a thing long enough and 
intelligently enough, you might be able to solve it. 

Senator Byrp. | agree with you, Mr. Chairman. 


If you do not mind, I would like to read Mr. Hoover’s recommenda- 
ion about small business: 


To go directly to the point, first, I believe that the RFC should be liquidated; 
and, second, I believe it should be liquidate d by its new Administrator; and, third, 
I believe some facilities for loans in the small-business field should be continued 
under another form of organization. 

As to this small-business field, the starvation of credit cannot be very great, 
especially during the last 5 or 6 years. The 5-year average of the number of 
businesses operating in the country is almost 4 million, and the new businesses 
that start up have averaged about 400,000 annually. From the number of 
loans under $100,000 made by the RFC—and assuming they were necessary 
the relative figures rather indicate that probably 90 percent of small businesses 
managed to finance themselves otherwise. 

Be that as it may, I think the need should be tested out further. The Federal 
teserve banks are already engaged in guaranteeing loans for defense production. 
They have some other authorities of guaranties in loans. Therefore, my sug- 
gestion is that their authorit*® should be extended to a 100-percent guaranty, 


where it is necessary, of small-business loans, and that they should administer 
them, 


The Reserve banks, of course, should be indemnified by the Government against 
losses. It would only require a small organization set up in the Treasury De- 
partment to guide these purposes. But loans in this group should be restricted, 
first, that they do not exceed $100,000; second, that there be the usual safe- 
guards such as were originally provided for loans; third, that they must be, as 
your committee recommended 2 years ago, made only where public interest is 
concerned and not solely the interest of the borrower; and, fourth, I would 
suggest that the borrower be required to pay a substantial overriding rate of 
interest above the local bank rate in order to indemnify the Federal Reserve 
banks for their risks and to pay their expenses. Moreover, such an overriding 
rate would tend to limit the number of loans applied for. 

Senator Bricker. He is testifying as to the V-loans, if they are in 
the public interest. 

Senator Byrp. Yes. 

The CHarrman. He is testifying what we have been thinking about 
for many days here. We have no legislation before us at the moment 
that does that in this respect, and we were trying to figure out some 
way 

Senator Byrp. I understood Senator Robertson’s— 

The CuarrMan. That is to have the Federal Government make 
loans and to guarantee where the banks participate. 

Senator Byrp. Mr. Chairman, when the last bill was introduced 2 
years ago, it came before the Senate, as the chairman and Senator 
Bricker, who were then in the Senate, will recall. The Senate by a 
vote of 42 to 37 in effect adopted the bill at one point as a substitute 
for another bill, which was the Fulbright bill, which would merely 
have reorganized the RFC again. But, after considerable discussion, 
on another vote it was recommitted to this committee by a vote of 
39 to 36. Then it was too late in the session for further action. 


The 
agency 
practic 
we mig 

Sena 
you he 
our 

» Riel 
cae ed 
prove rs 
up her 
organi 

that a 

eral C 

makin 

They 

has te 

No 

organ 

Th 

recon 

Size | 

exist 

Se 
is to 
77 
the } 
cess! 
is se 
Si 
reac 

Cra 

this 
how 

Itv 

be | 
} 
Am 
q 


bec 


sm 


‘ 
‘ 


an 
do 


8a. 


R 


re you 


, 
6 good 


© been 
wi J 
‘h and 


enda- 


dated: 
third, 
Linued 


great, 
Der of 
nesses 
er of 
ary 


ie6sses 


deral 
‘tion, 

ug- 
inty, 
ister 


ainst 
De- 
‘ted, 
afe- 
;, 25 
it is 
yuld 
» of 
rve 
ling 


in 
ut 


nt 
ne 


GOVERNMENT LENDING AGENCIES 23 1 


The CuarrMan. Senator Byrd, if we are going to set up a new 
agency to loan money to small business, would it be possibly more 
practical to just ame nd and change the present RFC Act to do what 
we might well do in a new agency, and continue RFC? 

Senator Byrp. I do not think so, Mr. Chairman. In the RFC 
you have an enormous organization over the country. They are 
certains it and I am glad they are. One of the regional offices was 

» Richmond, Va., and they had 300 employees at one time. I re- 
naeaa a letter from Mr, Cravens the other day, asking me if | ap- 
proved the abolition of this office, with the transfer of some employees 
up here, and I told him 1 thoroughly approved of it. There is a great 
organization scattered all over the country, and you have a charter 
that allows the RFC to borrow huge amounts of money from the Fed 
eral Government, not by any further legislative act, but simply by 
making a demand upon the Treasury. That is all they have to do 
They can draw on the Treasury and the Secretary of the Treasury 
has to furnish the money. 

Now, I do not see why you would want to keep up this enormous 
organization with all these powers under this kind of a charter. 

The CHarrman. If you amended the act to cover that which is 
recommended in some of these bills, you would have the exact same 
size organization, would you not, that you would have under the 
existing bills or contemplated bills? 

Senator Byrp. I think the oy way to get rid of something here 
is to get rid of it, abolish it. 

The CuarrMan. Every witness we have had before us, including 
the Secretary of the Treasury, I think I can say, without fear of suc 
cessful contradiction, is for liquidating RFC, providing a new agency) 
is set up to take its place. 

Senator Byrp. I do not think any witness whose testimony I hav: 
read, favors the continuation of RFC. Secretary Humphrey and Mr 
Cravens do not. They anticipate a very much smaller agency than 
this. The RFC in its heyday had 3,000 employees. I do not know 
how many they have now. It cost about $18 million just to operat: 
It would be much more difficult to trim that down to size than it would 
be to start on a completely new agency. 

Furthermore, the RFC is discredited in the minds and hearts of th: 
American people. 

The CHarrMan. I just wanted to get your viewpoint on that 
because I think it has been suggested it can be cut down to a very 
small size. 

Senator Byrp. I think we should abolish at least one agency here 
and none has been abolished yet. 

The CuarrmMan. But, if you abolish one and set up another one to 
do primarily and fundamentally the same thing 

Senator Byrp. If you can set another one up to do primarily the 
same thing? Do not doit. That would be deceiving the people. 

The CuarrMan. That has been the recommendation of 

Senator Byrp. I have not seen that in any of the testimony. 

The CuarrMan. I think every witnes said he was for liquidating 
RFC, but only if another agency was set up. 

Senator Payne. I think that is right 
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_ Senator Byrp. Certainly President Hoover did not want to continue 
it. 

The Cuarrman. I am talking about the witnesses here in the last 
wee ak. 

Senator Byrp. I read Secretary Humphrey’ s testimony, and he did 
not say anything about continuing the RFC as it is. 

Senator Bricker. I do not think the recommendation was on the 
condition to set up another one, but he advised setting up another one 
But he did say to abolish the RFC upon the condition that another 
lending agency be created. 

The CHAtRMan, That is the statement of the P resident, that it be 
abolished, and another organization be set up. 

Senator Byrp. But what kind of organization? You have a lot of 
organizations, but you will not want one as big as RFC. 

Senator Bricker. Do you not agree with me, Senator Byrd, that 
you might set up a smaller organization, and next year you would be 
willing to raise the limit from $100,000 to $200, 000, and then to half a 
million dollars, right back in the same old channels again? 

Senator Byrp. I think so. I think that is very important. 

Senator Bus. Senator Byrd, I like your idea about the bank 
participation. That would take a tremendous amount of organization 
and paperwork out of this community. But, do you not think there 
ought to be a provision in any bill that involves the Federal Govern- 
ment going behind any of these, where national interest is involved, or 
“public interest”? as Mr. Hoover calls it? Do you agree with that? 

Senator Byrp. I agree with it in a large sense. I do not see why 
we, as the trustees of the people, should loan Government money to 
certain businesses when they admit they cannot get loans elsewhere. 
I would be a little more favorable to it, I think, if ‘they could get bank 
participation. I think that would show evidence that the banks had 
confidence in their character. When I was with banks we loaned 
either on 1 or 2 things; either on security, or character. We tried to 
loan on both, if we could. 

It is a perplexing question. It is just a question of whether the 
Federal Government should step in. By the same principle, it ought 
to give general relief; relief, with or without emergency. 

Senator Bricker. If one has the right, everybody else has it, as far 
as the Government is concerned. 

Senator Payne. Senator Byrd, we have a great number of lending 
agencies, as far as I can determine, in the Federal Government. | 
have asked for this information from several sources, and nobody has 
been able to give me a complete list of the many and sundry lending 
agencies that are presently lending money. 

Would you not think it would be a mighty good idea to secure 4 
compilation of all those lending agencies, with their present purposes, 
and review them very carefully to see what ones are desirable to be 
retained, and see if a consolidation can be brought about which would 
eliminate the many organizations that are all performing an essential 
function of lending money’ 

Senator Byrp. I think that is one of the most needed things in the 


Government. 
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Our committee would be willing to furnish you with a complete 


‘st of them. There are 20 or more different agencies with up to 100 


different programs. 


Senator Payne. May I ask that that be put in the record, a complete 


Senator Byrp. We will be glad to furnish that. We have just a 
few of them here: the Small War Plants Administration, the Federal 
Housing Administration, the Commodity Credit Corporation, the 
Rural Electrification Administration, all the Federal land banks, the 
Intermediate Credit banks, and so forth. That is just a few of them. 
We will be glad to give you a complete list and put it in the record. 

Senator Payne. Is there a compilation anywhere of the number 
of personnel involved in each one of these operations, with the location 
of their branch offices, and so forth, so we could see how much duplica- 
tion exists? 

Senator Byrp. I think we can get that for you, sir. We will send 
a questionnaire out and get that. 

(The information requested follows: ) 
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Senator Byrp. There are any number of agencies that have beep 
making loans of different kinds. The farmers, for example, are put- 
ting out a crop and getting a loan on that right now. Of course, now 
they have got to sign a contract that they do not sell any of that crop 
until the loan is paid. 

Senator Bricker. But there are very few farms, out of the total. 
that participate in that privilege. 

Senator Byrp. Yes. Ido think, Mr. Chairman and gentlemen, if 
there is a need for some small part of the business that RFC has don 
previously there is no justification for continuing the complete RFC 
as itis. If you do, the charter will have to be amended. Otherwise, 
in legislation for the future, someone will get in there who wants to 
start all these loans up again. And, under the present law, they can 
draw on the Treasury for any amount of money, up to the amount 
authorized in their charter, and the Secretary of the Treasury is 
compelled to provide it. 

You see, all these Government corporations, under the Byrd-Butler 
bill, are required to have national charters, and they have certain 
powers and rights under those charters. 

The CHarrMan. Senator, here is what Secretary Humphrey says: 

[ cannot quarrel with the theory of the American Bankers’ Association’s repre- 
sentatives who appeared before you. But, in practice, in just good common 
sense, I think, there should be some additional body arranged to assist smal 
business, and I think that when the RFC goes out some other suitable arrang« 
ment should be in force to attempt to help small business. 

Senator Byrp. That is true. But I said, Mr. Chairman, 
not heard anybody say they wanted the RFC continued for that 
purpose. That was the question the chairman asked me. 

The CHarrmMan. Mr. Cravens said: 


[ have 


At the outset I wish to state that under specific conditions I strongly favor th: 
general purpose of 8S, 892, the Byrd bill, which would abolish the RFC, or legis 


lation of comparable purpose, or just letting the present lending powers of the 
RFC expire on June 30, 1954. 


My conditions are that: 
1) Other means are provided to render assistance to small business. 


Now the point I was making, and I think I am correct, is that all 
our witnesses are for liquidating RFC but, at the same time, they 
want to set up a new agency to loan money to small business. 

Senator Byrp. But the question the chairman asked me was 
whether I did not think the RFC should be continued, and I said 
“No.” There was no one who testified here, that I know of, that 
thought it should be. 

The CHarrMan. My question was: Would it be better to set up a 
new agency or simply change the law of the RFC Act, to do what a 
new agency might well do? 

Senator Byrp. Mr. Chairman 
up a new agency. 

Senator Bush has said if you have a bank participation in these 
loans to small business the local banks will look after the details. 
You would not need any tremendous agency. 

Senator Busu. Senator Byrd, do you agree that under the condi- 
tions that we live in, and all, that to go that far is a good idea at the 
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present time, maybe on a 5-year basis. To put the Federal Govern- 
ment into the small-loan business, so to speak, in participation with 
the banks, where the banks might have an equal participation? Do 
vou think conditions would warrant that kind of an approach to this? 

Senator Byrp. That would be a question. I think that is a far 

etter proposition, to make a straight loan. 

"Senator Busn. If it is so very necessary in the interests of the com- 
munity and all, it would seem ‘the local banks ought to be able to go 
that far if the Government would go half way with them. 

Senator Byrp. You know for the war plants, there is already a 
Corporation. On general principles my thought is that special favors, 
mnless it is in the national interest, should not be granted to corpora- 
tions or individuals. 

Senator Bricker. | think that would be limited to those things 
which are needed in the defense program. 

Senator Byrp. That is probably right. If it is necessary to do 
anything further, the liability should certainly be limited, because 
from my knowledge of the small banks, the banks in the smaller 
communities, they are not going to take a participation loan unless 
that loan is fairly secure. In other words, 25 percent—that would 
relieve the Federal Government from sending agents around the 
country. 

The CraArrMan. You want to eliminate what proved to be the 
fundamental weakness of RFC; namely, making direct loans indis- 
criminately? 

Senator Byrp. That is right. 

Another thing I wanted to mention to the committee is that not 
only was the RFC used for that purpose, but at one period, it was 
used to make appropriations for relief and other purposes, that did 
not go through the budget, which a number of us complained about 
very much at the time. 

On the first relief, in 1933 and 1934, a bill was passed by Congress, 
directing the RFC to pay nearly $2 billion out for relief. And, that 
was not included ia the budget at that time. It was not included in 
the debt at that time. At that time, Mr. Chairman, as you know, the 
RFC got its money by direct loans, and they did that until the last 
few years. 

Now, the total of those, in the 1932 act, grants to States, municipali- 
ties, and so forth, of loans under relief, was about $2 billion. 

Also at that time the RFC acted as a parent to other corporations. 
They made loans to the Federal Housing Administration, the Com- 
modity Credit Corporation, and so forth, and they got their mone y 
then by selling their notes direct to the public. Later they were 
required to go through the Treasury. 

So, the total of those disbursements were nearly $13 billion, and it 
was only in the last 4 or 5 years, after very a efforts, that they 
were compelled to balance the books, and add that to the public debt. 

So, when you give to an agency $1 billion or $2 bill ion, and without 
any standards as to how they can use that money, in my judgment 
that is very much against the public interest. There is nothing in this 
RFC act to say how they should lend it. They can do it any way 
they please. They can lend it just because they like the looks of a 
man. He does not have to have any credit 
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Take the Kaiser-Frazer loan. I cannot say anything about the 
credit of Kaiser-Frazer, but I think it is correct that there was no 
other loan ever made by the Government that was expedited, that did 
not go through the regular channels, such as the Kaiser-Frazer loan. 
and the public was then told, Mr. Chairman, as you remember, that 
the purpose of it was to make cheap cars and therefore be in the public 
interest. ‘They loaned Kaiser-Frazer $87 million and they did not 
get any cheap cars, and Kaiser-Frazer still owes to the RFC $44 
million 

Senator Bricker. And the last one was made after this committe: 
asked the RFC not to make it. 

Senator Byrp. And, other people are required to go through certain 
processing and investigation, and so forth. I am told this loan wen: 
through just like that, just as quick as it could be made. And t}), 
whole purpose of it, as we were told then, was to put cheap cars 0: 
the market. 

I do not think the RFC should engage in anything like that, even 
if they did make cheap cars. I just mention that as one case. 

Another thing I wanted to answer is, some people say the RFC has 
made money. Well, I do not think any Government agency should 
make money from the people it serves and if there is any justification 
for this erroneous contention it lies in the fact that the RFC borrowed 
money from the Federal Government, at interest rates as low as 17 
percent and has loaned it at interest as high as 5 percent. Now, | 
think anybody can make money that way, unless their losses are too 
big. But in this case the RFC has been using money at a loss to the 
public to lend to the public at a so-called profit. 

Let me say to you, gentlemen, you will never know the losses in the 
RFC until you liquidate it. As they used to say up in the Blue Ridge 
Mountains, ‘You can’t tell the length of a snake until he is dead. You 
have to straighten him out.’ That is what is going to happen here 
And all these book figures about the assets of the RFC may not be 
accurate when you dispose of them and see what they are worth. 

The Cuarrman. I think the biggest problem before this committee 
is not the liquidation of RFC, but the kind of new agency we should 
set up, which everybody has recommended we do. 

Senator Byrp. Would it not be better, Mr. Chairman, to take that 
up on a different basis? The RFC is one thing, and that is another. 

I think, at the present moment, one of the most compelling reasons 
for liquidation of RFC is that approximately $1,250,000,000 can bi 
liquidated, the assets to be sold to reduce the deficit. Certainly we 
have great need of that. 

Senator Bricker. If we abolish RFC, and we still have the Victory 
loans, then after a vear or two, if there is any great need for this, if 
there is any great daimage done by not having Government credit of 
some kind or character for small business, then we can approach it 
from an entirely new point of view, without the RFC hanging over us. 

Senator Byro. I will go further, Mr. Chairman, with regard to this 
deficit. I think the funds of most of these agencies should be recovered 
and applied to the debt. 

Senator Bricker. You mean the old outstanding loans to Govern- 
ment agencies? 
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Senator Byrp. I mean all these Government agencies, the money 
they have been furnished by the Government has been charged as an 
expense in the past. The money we collect from them now is then 
credited as an income, and to that extent reduces the deficit. And, 
| hope the committee will investigate all these other corporations. 

Senator Bricker. Are there any loans RFC has made to other 
Government agencies and corporations——is that all liquidated? 

Senator Byrn. I think many of them were liquidated in the trans- 
action | mentioned to vou. But these other corporations certainly 
have around $20 billion or $30 billion of assets; some of them cannot 
be liquidated, but that is a very fertile field. 

| do not know, Mr. Chairman, whether [ can add anything else 
Under this plan, of course, the Government operated industries are 
to be sold or transferred to the Secretary of Commerce. The DPA 
loans are transferred. 

The Federal Disaster Assistance Act of September 30, 1950, ex 
tended to States and localities in major disasters the full resources of 
the Federal Government, with the exception of credit. That exists, 
independent of RFC. This includes assistance in the supply of medi 
cine and food, the preservation of life and property, the clearing of 
debris and wreckage, the making of emergency repairs and temporary 
replacements, and so forth. 

Senator Bricker. That is under RFC now? 

The CHarrmMan. Disaster loans are under RFC. 

Senator Byrp. Individual assistance, under disaster circumstances, 
in the area of agriculture is certainly available with respect to some 
crops under the Federal Crop Insurance Corporation facilities. Still 
more is available under various programs conducted by the Farmers’ 
Home Administration, including the disaster loan provisions which 
not only proy ide for production loans, but also for farm buildings. 

Individual assistance, under disaster circumstances, as well as other 
wise, in the area of housing, is available under the Federal Housing 
\dministration. 

Senator Buss. Mr. Chairman, I would just like to correct the 
record. I mentioned the Fannie May mortgages, and the last 
announcement of the inventory was $2,300,000 000 

Senator Byrp. I do not mean to indicate, Mr. Chairman, that thes 
other corporations ought to be liquidated, if any, but I think they 
ought to come under annual review by this committee 

Senator Bricker. You would have no objection to continuing the 
disaster authority under some other department of the Government? 

Senator Byrp. No; I think broad disaster loan authority would 
continue under existing law. 

One more point, Mr. Chairman, and then I will be through. 

| want to bring out these different types of RFC loans, the latest 
firures I could get, for November 30, last: 

Loans to political subdivisions, States, and municipalities, $22 
million. 

Loans to financial institutions, 85 of them in all, $50 million. 

Senator Busu. This is all RFC? 

Senator Byrp. That is right. 

The catastrophe loans are 3,372 in number, and that is $17,147,000. 
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Business loans, under the national defense—that is small business 
loans—57 of them, and they constitute $3,366,000. 


As you know, the RFC is compelled to adopt the recommendations 
of the defense for these small loans. 


The CuarrMan. Well, they are not compelled to do it, but the 
inference is that they should. 

Senator Byrp. Anyway, 57 have gotten loans of the small business 
type, $3,366,000. It may be that that is overestimated. 

Now, the business loans approved under section 302 were $84 
million of loans. 

Under general loans, 5,353, under section 41, $375 million, of which 
$44 million has bank participation. 

Mr. Chairman, I thank you very much. 


Senator Bricker. Just one question, and this is for information, 
Under this disaster loan authority, 1 remember a year or two ago 
when there was a drought area in Kentucky, the Carolinas, Tennessee, 
southern Ohio. There was a disaster area declared, and as I remember 
the record there were very few loans applied for by agriculture and 
industry in the area. Have you got that list? 

Senator Byrp. There are 3,372 outstanding, $17 million in all. 
Most of them are in Arkansas; Kansas had 1,901; and Oklahoma 205, 
and the total was $17 million. 


Mr. Chairman, I would like to suggest that these tables might be 
of some value, and might be placed in the record. 


The CuarrMan. Without objection they will be placed in the record. 
(The tables referred to follow:) 
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Tarve 22.—Cancellations of securities which were acquired by the Secretary of the 
Treasury as the result of expenditures handled under congressional authorizations 
as public debt transactions, fiscal years 1988 through 1947—Continued 


PART III-—SECURITIES HELD, AGAINST CANCELLATIONS OF RECONSTRUCTION 
FINANCE CORPORATION NOTES, AS OF JUNE 30, 1947 

Capital stock: 
Commodity Credit Corporation ae bode ssoseeu $97, 000, 000 
Disaster Loan Corporation ‘ sae (1) 
Federal Farm Mortgage Corporation ' . sim wh 1, 000, 000 
Home Owners’ Loan Corporation 2 _.. 200, 000, 000 
Production credit corporations ..--- 17, 650, 000 
Regional agricultural credit corporations win beara 100, 000 

Bonds and notes: Municipalities, ete a. 11, 000 


Total _—s Ee : _.... 815, 761, 000 
Norte:—Allocations by RFC to the Federal Housing Administrator, with exception of $1,000,000 N. I. k 
funds, reflect the total Federal funds advanced. No securities were acquired by the Government to cover 
Federal Housing Administration advances, but the United States equity in the Administration, after giving 
effect to the equity of $85,391 ,759.09 in the group accounts in the Mutual Mortgage Insurance Fund, amount 
to $67,032,731.71 as of June 30, 1947 
1 Corporation functions, assets and liabilities have been transferred for liquidation to RFC and owner 
of stock by U. 8. Treasury consists of stock certificate of $24,000,000 endorsed for $18,243,104.96 represen 
payment by RFC from the transferred assets he Treasury Department has not cancelled this stock 
certificate because there is no authority to do so 


Details of cancellations of securities of the Reconstruction Finance Corporation 
which were acquired by the Secretary of the Treasury as the result of expenditur 
handled under congressional authorizations as public debt transactions, fiscal 
years 1938 through 1942 


Statutory author- 


Purpose of allocation ity for allocation 


Total 


Secretary of the Treasury 


Capital stock of Federal home loan banks 47 Stat. 5, 728__. $124, 741, 000.00 
Repurchased canital stock of Federal home loan banks : 54 Stat. 572 122, 672, 200. 00 
Capital stock of Home Owners’ Loan Corporation 18 Stat. 129_- 200, 000, 000. 00 


Conveyance of real property for the Federal Works Agency (4) 
Unrecovered costs to the Reconstruction Finance Corporation e Stat. 573_. 
as of June 30, 1947, in its national defense, war, and reconversion 


9,7 
9, 313, 736, 531. 00 





5, 561. 99 





46, 005, 553 
18, 111, 


activities 
Interest accrued on the above notes subsequent to June 30, 1947 i. Stat. 599 
Costs incurred subsequent to June 30, 1947, for handling, storing, | 54 Stat. 573 


processing, and transporting strategic and critical materials to 





stock piles 
Defense Homes Corporation, net investment of RFC ..........-. 54 Stat. 1126, 1, 512, 930. 24 
1127. 
Land Bank Commissioner: 
Loans to joint stock land banks . 48 Stat. 46_. 2, 600, 000. 00 
Loans to farmers, designated for capitalization of Federal Farm | {48 Stat. 48 _-- } ; 
Mortgage Corporation {is Stat. 345 200, 000, 000. 00 
Federal Housing Administrator | 
Sec. 4 of National Housing Act , 48 Stat. 1247 | 92, 861, 380. 80 
Sec. 602 of National Housing Act . 55 Stat. 55 5, 000, 000. 00 
Governor of Farm Credit Administration: Crop production loans...) 47 Stat. 713_. | 40, 500. 000. 00 


Secretary of Agriculture 


Crop loans and, in part, to establish revolving funds for carital | (47 Stat. 713 
of Federal intermediate credit banks and production credit 448 Stat, 258. 115, 000, 000. 00 
corporations |48 Stat. 348 | 
Rural rehabilitation and farm tenancy loans for Farmers’ Home | 61 Stat. 203__. | 40, 367, 816.15 
Administration program 
Rural Electrification Administration loans 1 61 Stat. 203 510, 848, 903. 98 
Commodity Credit Corporation: Purchase of capital stock -..- 49 Stat. 1191_._.. 97, 000, 000. 00 
Regional agricultural! credit corporations: 
Purchase of capital stock. ‘ | 47 Stat. 713_. } 44, 500, 000. 00 
Expense funds eon=] 47 Stat. 713. | 23, 341, 775. 72 
Disaster Loan Corporation: Purchase of capital stock Se ite | 50 Stat. 19....._.| 24, 000, 000. 00 


Emergency relief: 
1932 act 
Grants to States 5 
Municipalities, ete... . 
Expenses 


47 Stat. 709... -- 2, 800, 623. 00 


| 280, 025, 143. 70 
126, 871. 85 


—— 








1933 act, loans and grants 48 Etat. 55 necall 499, 999, 065. 72 
1934 act, loans and grants 48 Stat. 1055... _. 500, 006, 000. 00 
1935 act, loans and grants 49 Stat. 115... 500, 000, 000. 00 
Net interest cost to RFC one 33, 177, 419. 82 
Total cancellations of notes of Reconstruction Finance Corpo- = _..----.| 12,848, 664, 319. 48 
ration. | 
| 





“= Bu ilding acquired by RFC Mortgage Company which was created by RFC under sec. 5c of the RFC Ac 
approved Jan, 31, 1935 (49 Stat. 3). 


3) (including borrowings 


5 


30, 19 


3 (Apr. 


2—5 


II costs) 


Wor ld War 
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Senator Busu. May I ask one more question, Senator? 

In connection with your thoughts about the bank-participation pro- 
cedure, would you feel it would be necessary if the RFC is abolished, 
to set up something like a small business administration, as recom- 
mended by Senator Thye, in his bill S. 1523, or would you think you 
could use some existing agency of the Government, or even the Federal 
Reserve? I do not like the latter, but it has been suggested. 

Senator Byrp. I would prefer to see the Federal Reserve. They 
have already got an organization. Mr. Hoover, I think along the 
lines of his recommendation, although he recommends 100 percent 
guarantee 

Senator Bricker. That is the same as a Victory loan now. 

Senator Busu. Does he use the Federal Reserve banks? 

Senator Byrp. Yes, the Federal Reserve banks. Then, of course, 
he says that it should be for the national interest. 

That is the perplexing question about those loans. Whenever you 
do anything that is out of the line of sound, regular business, give 
unusual privileges to certain classes of people, unless it is in the national 
interest you are in trouble. If small business is entitled to these 
loans, then maybe big business is. 

Senator Bricker. You may help one, but do considerable damage 
to others. 

The Cuarrman. We have had considerable discussion on the limita 
tion of these loans to $100,000, and if you loaned one only $100,000, 
you might be doing him a grave injustice, when he needed $200,000 

Senator Byrp. Theat simply demonstrates the field you are getting 
into and the unlimited scope of it. The RFC sterted out with a 
splendid and fine purpose, and look what became of it. 

The Cuairman. It got completely away from the public interest 

Senator Byrp. And, there is no standard in the RFC. They can 
make these loans any way they please, without any security whatever 

The Cuatrman. Thank you very much, Senator Byrd. You have 
been very helpful. If there is anything else you would care to place 
in the record now,or at a later date, we will be happy to do it. 

Senator Byrp. Thank you very much. 

(Senator Byrd’s prepared statement follows:) 


STATEMENT BY Harry F. Byrp, a Unitep States Senator From THE STATE 
OF VIRGINIA 


The purpose of Senate bill 892 is to abolish the Reconstruction Finance Cor 
poration, transfer certain of its functions related to national defense to more 
appropriate agencies, and liquidate its remaining assets as expeditiously as 
ossible. 

The bill has been before this committee for more than 3 months since it wa 
introduced February 13 by Senators Bricker, Robertson, Ferguson, Williams, 
and myself 

As introduced, the bill was virtually identical with Senate bill 1376 which thi 


committee reported during the last session of Congress. The Senate by a vot: 
of 42 to 37 actually adopted that bill, at one point, as a substitute for another 
bill which merely would have reorganized the RFC again. After numerou 


parliamentary maneuvers the whole subject was recommitted to this committe: 
by a vote of 39 to 36. Subsequently, the committee reported a bill but it was 
too late for effective action before adjournment. 

The fact still remains that the RFC is a 21-year-old ‘temporary’ depression 
agency which long since outlived its original purposes. The postwar RFC seandals 
are evidence of the kind of mischief a Federal lending agency can get into when it 
doesn’t have a job to do. 
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At the moment it is holding assets estimated at $1 billion, including more 
han $700 million in outstanding loans In the current year it has been employing 
ore than 2,000 people. About half of them have been employed in the Wash- 
ington offices, and the other half in 5 branches and some 30 loan offices scattered 
throughout the country, and in Puerto Rico and Alaska 

\ll of this represents outlays, at one time or another, of taxpayers’ money 
which has not been, and which is not now being used either to meet current 
Government expenses, or to reduce the national debt Both are more urgent at 
the moment than anything the RFC is doing. 

As introduced more than 100 days ago, 8. 892 differed from 5S. 1376 of the last 
Congress only in that it necessarily moved forward the effective date. Since the 
bill was reintroduced there have been budgetary developments which have 
prompted me to propose two amendments, and I understand the amendments are 


before the committee + 

Under the existing law RFC will continue its regular lending activities for 
more than a year, until June 30, 1954 After that this giant agency would 
continue for another 2 years to liquidate itself; and at the expiration of that 2-year 


period in 1956 the Secretary of the Treasury would take over the liquidation 
activities, 

Under the first of the amendments I have offered, liquidation would be started 
bv the Secretary of the Treasury within 60 days after enactment of the bil, 

tead of January 1, 1954, as specified originally The purpose of this amendment 
is to apply as much of the liquidation proceeds as possible against the huge 
Federal deficit in fiscal year 1954, beginning July 1, which now appears to be a 
foregone conclusion 

The other amendment I have proposed is a companion change It would re 
move the requirement in the bill that all of the liquidation proceeds should be 
applied to reduction of the Federal debt. 

When the bill was introduced I wa hopeful that balance ji } Federal budget 
would be in prospect, and that the proceeds could be used to reduce outstanding 
debt from which RFC has been largely financed 

As the budget situation has developed, more deficit financing is in prospect 
Chere is nothing to be accomplished by a requirement to reduce the national debt 
when we are on a deficit financing basi It would merely complicate the Trea 
urv’s bool The problem now is to avoid the necessity of increasing the Federal 
debt limit; and that is the objective to which these two amendments are directed 

In this connection, | am advised that the committee is in receipt of a letter from 
the Secretary of the Treasury, which has been cleared for policy by the Bureau 
of the Budget, generally approving the objectives of this bill, but suggesting two 
modifications 

One of the suggested modifications would allow renewal or extension of loans 
during the liquidation period. Under terms of the bill liberal discretion is allowed 
with respect to arrangement of interim payments on outstanding obligations, 
but extension of maturity dates and renewals are prohibited 

| am fully aware of the business principles involved in this suggestion, but this 
provision in the bill was written carefully, and in consideration of experience in 
liquidating Government corporations. For instance it took 30 years to liquidate 
the old Spruce Corp Proceeds from REC liquidation are nee led now, 
And I believe a fast clean operation would be more profitable to the Government 
than one slowed down pending more favorable market conditions 

I shall reach the other modification suggested by the Treasiry in a moment, 
but meanwhile I should like to advise the committee that in discussions of 
expedited RFC liquidation with Mr. K. C. Cravens, its new Administrator, he 
has suggested an alternative which the committee may wish to consider 

Briefly, he suggests beginning liquidation immediately upon enactment of the 
bill, but to do it through a diminishing RFC until June 30, 1954, when the 
liquidation activities would transfer to the Secretary of the Treasury 

Amendments to accomplish this alternative have been drafted, and perfected 
by the Senate legislative drafting counsel. If the committee desires to consider 
them, they can be submitted for the record at this point 

However it may be done, the sponsors of this bill take the position that the 
old-line lending activities of the RFC, under present conditions, and requirements 
of the foreseeable future, are nonessential, inflationary, and constitute a tempta- 
tion for abuse. 

They believe that in the current budget and debt straits, proceeds from liquida- 
tion of regular RFC loan programs could be used most profitably by the Govern- 
ment. And they believe that the remaining activities of RFC which, for the 
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most part, are characterized by temporary authorization, or need, do not justify 
perpetuation of an agency so vast, so sprawling, so expensive, and so suseeptible 
to abuse. 

For these reasons the sponsors believe that the nonessential RFC lending - 
grams should be terminated immediately, that liquidation of them den ho 
started immediately, and that the RFC empire should be abolished immediately. 

They believe that the Secretary of the Treasury, at the earliest feasible date, 
should proceed with orderly, but expeditious liquidation honoring, of course, all 
the terms of agreements existing in connection with all approved loans. 

They believe this can be accomplished without interruption in the continuity 
of services nuw delegated to the Corporaion in connection with present require- 
ments for defense and preparedness emergency financing, and without impeding 
the industrial activities now in its custody. 

. 
DPA LOANS 


No provision in this legislation is necessary to preserve the DPA loan program. 
The RFC is involved with Defense Production Act loans only by Presidential 
order. Primary responsibility for these loans, under the Defense Produetion 
Act, lies with the component departments of the Department of Defense, the 
Commerce Department, and “such other agencies engaged in procurement for 
national defense”’ as the President may designate. 

The RFC was utilized for servicing DPA loans only on the authority of Execu- 
tive Order 10161. Transfer of this service to some other appropriate agency 
would be accomplished by amendment of the Executive order, not by legislation. 
The President may make such a change at any time, with or without this 
legislation. 

These loans have already been available for more than 2 years, and it is time 
that the requirement for them should be tapering off. 


CIVILIAN DEFENSE LOANS 


The Civilian Defense Act provides for loans through RFC, but to date use of 
the authority does not justify continuance of the Corporation for this purpose. 


DISASTER LOANS 


If there is one cardinal characteristic of the American people, it is their sympa- 
thetic generosity to those in distress. Members of Congress, including the 
sponsors of this bill, are not void of this characteristic. Abolition of the RFC 
will not change this. Neither is its perpetuation needed to assure its continuance. 

Without RFC disaster-loan authority, there is existing statutory provision for 
Federal assistance in almost every conceivable disaster situation. For instance: 
Although they do not extend individual credit, there are ample funds available 
to the President for almost unlimited use in emergencies affecting the national 
interest or security. And there is the Federal Disaster Assistance Act of Septem- 
ber 30, 1950 (Public Law 875, 8lst Cong.), under which the full resources of 
the Federal Government, with the exception of credit, are extended to States and 
localities in major disasters. This includes assistance in the supply of medicine 
and food, the preservation of life and property, the clearing of debris and wreck- 
age, the making of emergency repairs and temporary replacements, etc. 

Individual assistance, under disaster circumstances, in the area of agriculture 
is certainly available with respect to some crops under the Federal Crop Insurance 
Corporation facilities. Still more is available under various programs conducted 
by the Farmers’ Home Administration, including the disaster loan provisions 
which not only provide for production loans, but also for farm buildings, and in 
some cases funds have been used for repair of dwellings. In addition the facilities 
of the farm credit system are available under disaster, as well as other conditions. 

Individual assistance, under disaster circumstances, as well as otherwise, in the 
area of housing is available under the Federal Housing Administration. 

With respect to individual assistance, under disaster circumstances, in the area 
of business and industry, your attention is invited to section 13b (a) of Public 
Law 417, 73d Congress, approved June 19, 1934. In part, it reads as follows: 

‘In exceptional circumstances, when it appears to the satisfaction of a Federal 
Reserve bank that an established industrial or commercial business located in its 
district is unable to obtain requisite financial assistance on a reasonable basis 
from the usual sources, the Federal Reserve bank, pursuant to authority granted 
by the Federal Reserve Board, may make loans to, or purchase obligations of, such 
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stify 


tible business, or make commitments with respect thereto, on a reasonable and sound 


basis, for the purpose of providing it with working capital, * * * .” 

pro- Disasters would affect only established businesses, and in the event of dis- 
i aster there would be no doubt about the “‘exceptional circumstances.’”’ I would 
have no doubt that under such circumstances necessary funds for restoration of 
sound business could be provided within the purview of this statutory authority 
of nearly 20 years standing. 

There are more than a score of agencies in the Federal Government having 
jurisdiction over nearly 100 lending programs. If, as the Secretary of the Treas- 
ury has suggested to this committee, these programs were coordinated, there is 
no doubt that every conceivable situation resulting from disaster could be covered. 
And there is no doubt in my mind that, in the event of disaster of magnitude 
requiring Federal action, these programs will be coordinated and brought into 
play. What’s more, even if these programs were insufficient, I have faith that 
the American people, the American Congress, and the American President will 
am. never hesitate to take steps to meet such a catastrophe, whether the RFC is 
itial continued or abolished. 
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tion SMALL-BUSINESS LOANS 


the 


om The Senate has just passed legislation continuing the Smaller War Plants 


Administration which deals not only with so-called small business concerned with 
defense contracts, but also with so-called small business concerned with everything 
else. With this agency continued for another 2 years, it would appear that further 
crash legislation for small business would be unnecessary. 

With the abolition of RFC, the SWPA still would have two sources of funds. 
It has a $50 million revolving fund to finance it as a prime contractor in Federal 
procurement, with the contracts to be subcontracted to small business. And it 
receives regular appropriations for its activity in determining competency and 
inventories. 

Defense-loan money is available for small business as well as any other kind of 
business, so the elimination of RFC as an agency to which the SWPA may certify 
» of loans for small-business defense activities couldn’t be too important. In fact, 
the RFC on its own volition has already cut down on loans certified by the SWPA, 
apparently with the approval of the Administration. 

In this connection, I submit the Congress should go slowly in making permanent 
the temporary provisions of the SWPA, as would be the case under Senate bill 
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pa- 1523. It would largely eliminate what remains of competitive bidding in a vast 
the area of Federal procurement by authorizing the so-called small-business agency, 


FC in effect, to dictate awarding of contracts. It would violate the spirit, if not 
Ice, the letter, of antitrust legislation by allowing the so-called small-business agency 
for to establish combines to accept Government contracts. And the provisions al- 
ce: lowing the so-called small-business agency to police activities of all business, 
ible small and large; and the provisions allowing it to determine competency of 
nal businesses as a requisite for Government contracts, etc., have some of the aspects 
2m- of a FEPC for business. 

of Despite any contention to the contrary, in my opinion, there is already ample 
und authority for special business credit for working-capital purposes under the 


‘ine Federal Reserve Act of June 19, 1934. The fact that the Federal Reserve doesn’t 

ck- want to be bothered with it is no justification for setting up a whole new body of 
law and vast new agencies. These permanent provisions for working capital, 

ure coupled with the availability of DPA loans for plant and equipment during the 

nce emergency, would seem to be adequate. 

ted If there are those who persist that there should be more, I would suggest 


nS amendments to the Federal Reserve Act as outlined in Senate bill 408 of the 

in 80th Congress, Ist session, which was reported favorably by this committee, and 

ies in Senate bill 1647, introduced by Senator Robertson in the 82d Congress. I 

ns. understand there is such a bill now pending before the committee, guaranteeing 
phe up to 90 percent on 10-year business loans. 

So much for RFC lending programs—permanent and temporary, regular and 

res emergency, and prime and secondary. I see no unsurmountable obstacles in the 


lic way of their disposal. Now, to the industrial activities in the Corporation’s 
custody: 
ral ALUMINUM PLANT 


Senate bill 892 transfers the aluminum and magnesium plant, now operated 


under RFC, to the Department of Defense. The language of the bill making 
this transfer is in substantial conformity with prior administration proposals, and 
it was worked out with the assistance and advice of the Bureau of the Budget. 
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rIN, RUBBER, AND FIBER PLANTS 


The RFC at present is operating tin, rubber, and fiber plants also. This is the 
subject of the second modification suggested in the Secretary of the Treasury 


letter to this committee As I understand it, he would prefer that the agency or 
agencies to which these activities would be transferred be left in the discretion of 
the President As one sponsor of the bill, I have no objection to this modification 


As they now stand in the bill, the provisions for transferring these activities to 
the Department of Commerce are modeled after those in section 305 of Senat 
bill 3936, of the 8Ist Congress, as it was favorably reported by the Senate Com- 
mittee on Banking and Currency Since the bill was written, there have bee: 
proposals by the present administration to dispose of some, if not all, of these 
plant to the public 

Senate bill 892 was drafted by the Senate legislative-drafting counsel: and, if 
members of the committee need further reasusrance as to its provisions, I have a 
memorandum from the counsel stating that 

1. It clearly would be the duty of the Secretary of the Treasury as liquidator 
to provide for disbursements legally obligated by the Corporation prior to enact 
ment of the bill 

2. The servicing of loans in existence prior to enactment would become the 
duty of the Secretary of the Treasury as liquidator. In most cases, in fact, 
servicing provisions are included in loan contracts and therefore, constitute legal 
obligation on both parties to the loan The agent through which the servicing 
would be performed would be determined administratively by the Secretary of 
the Treasury as liquidator. This would be neither a new nor an insurmountabk 
task for the Secretary of the Treasury, who previously has used the Bureau of 
Accounts to liquidate the residual affairs of war agencies. The Bureau of Ax 
counts has more than a score of field offices throughout the United States and it 
Territories; 

3. In cases involving participation agreements with banks, where, prior to 
dissolution of RFC, the entire amount of the loan has not been disbursed or the 
bank has not exercised its option to have the RFC participate, agreements entered 
into prior to dissolution would constitute legal obligation which must be met in 
all respects; 

1. With respect to loans aiready completed prior to enactment, the Secretary 
of the Treasury, to achieve orderly liquidation, may allow any obligor to make 
interim payments on revised schedules, but he is specifically denied the power 
to extend the maturity date, or renew any loan, or other obligation purchased 
by the RFC, beyond the date provided in the loan contract or other agreement; 

5. Interruption of the defense-production loan program would not be necessary 
under terms of the bill. Although RFC is currently performing certain function 
with respect to the defense pre duction loar program, it is doing so under order 
of the President (Fxecutive Order 10161) and not by any requirement of law 
Under terms of this bill the President may at any time transfer this program to 
the Secretary of Defense, Federal Reserve System, or any other existing depart 
ment, agency, official, or corporation of the Government. And, if the President 
should not make such a transfer by the time RFC is abolished, the RFC function 
automatically would pass to the Secretary of the Treasury for his administration ; 

6. The bill clearly provides that suits, actions, or other proceedings lawfully 
commenced by or against the RFC prior to its abolition shall not abate upon the 
expiration of it 

7. The Secretary of the Treasury may use proceeds of the liquidation for 
administrative expenses, within limitations fixed by Congress; 

8. The provisions of the Corporation Control Act will continue to be appli 
cable throughout the liquidation. 

The absence of RFC lending programs would leave no void in the fieid. There 
are numerous other agencies with programs in the same general area. Among 
them are: Federal Reserve banks, agencies of the Department of Defense, the 
Smaller War Plants Administration, Farmers’ Home Administration, Federal 
Housing Administration, Commodity Credit Corporation, Rural Electrification 
Administration, Federal Deposit Insurance Corporation, the mixed-ownership 


succes ion; 








corporations such as Federal land banks, intermediate credit banks, productio1 
credit corporations and associations, banks for cooperatives, etc. 

The records of this committee will show unqualified support for the primary 
objectives of this bill by a great many persons whose opinion on such matters is 
highly respected 
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Among others there have been the Honorable Herbert Hoover, former President 
of the United States, who originated the RFC as an agency to combat depression 
the Honorable Jesse Jones, former Secretarv of Commerce and the first RFC 
Administrator who, for 8 years, directed its operations with no suggestion of 
mpropriety or seandal and accomplished the purposes for which i. was originated 
Emil Schram, Eugene Mever, and the Honorable James F. Byrnes, who for many 
vears was a leader in the Senate, later a Supreme Court Justice, then wartime 
Assistant President, and now Governor of South Carolina 

Abolition of the RFC was recommended by the Hoover Commission task force 

Federal lending agencies, and this task force was the firm of Price, Waterhous« 
& Co., certified public accountants, which enjoys international reputation in the 
field of business analysis 

Mr. Hoover appeared personally before the committee to advocate abolition of 
REC, and as a member of the Commission on Organization of the Executive 
Branch of the Federal Government said: ‘“‘l favored abolition, and do yet 


The CuarrMan. Our next witness is Congressman Clark Thompson 
of Texas, 

Congressman, we are delighted to have you this morning. You 
may proceed in your own way. 


STATEMENT OF CLARK W. THOMPSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Representative TuHompson,. Senator, I would like to file a statement 
in the record, and then try to brief you. 

The CuarrMan. Without objection, your statement may be filed, 
and if you care to make a later statement, that will go in the record 
also. 

(The prepared statement of Representative Thompson follows: ) 


MemoraAnvduM Re Present Sratus or Texas Crry SMELTER 


lhe various bills now pending in Congress for the complete or partial liquidatio 
of the RFC necessarily raise the question of what is to be done with the Texas ¢ 
meiver 
e present situation is that the authorization of the RFC to operate the tin 
meiter is contained in Publie Law 125, 80th Congress, as amended. The pertinent 
arts of this law provide that the RFC may buy tin and tin ores and improve 
op, maintain, and operate by lease or otherwise the tin smelter in Texa 
City until June 30, 1956 This date of June 30, 1956, was fixed in a law passed 
n the recommendation of the subcommittee of the Committee on Armed Ser 
ces, of which Senator Lyndon Johnson was chairman, and was reported by Senat 
on in Report No. 1864, 8lst Congress, 2d session, dated June 23, 1950 

The Banking and Currency Committee of the Senate is at present considering 
umong other bills, a bill introduced by Senator Byrd, of Virginia, for himself a1 
a group of other Senators. In that bill, 8. 892, it is proposed that the RFC be 
completely eliminated and that the tin smelter be turned over to the Department 
f Commerce As is so often the case, such action, unless accompanied by a 
trong expression of congressional policy to have the tin smelter taken over by 
private industry, cannot help but to put off action by either the RFC or the 
Department of Commerce on this question, which is now of pressing importance, 

In Senator Johnson’s report, referred to above, he stated 

“It is recognized that Government ownership of an industry such as the tin- 
smelting industry is not harmonious with the goals of our economic system, except 
when such ownership is made necessary by the interests of national security.” 

At the time this report was made the need for the smelter for national security 
was for all practical purposes as pressing as at any time since its construction 
Now a substantial part of the stockpiling program appears to have been accom- 
plished and the question must be faced as to whether the Government will continue 
the program of purchasing ores and operating the smelter as a Government 
venture. Production of tin ores in Bolivia (always the primary source of ores 
for Texas City) has fallen off very rapidly due to various factors, perhaps including 
nationalization. The RFC is still purchasing alluvial ores from various far 
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eastern sources, but if and when the stockpiling program is completed, the whole 
question of these purchases will have to be reconsidered. It would therefore 
seem that if private industry is to be interested in the operation of the smelter, 
negotiations should be started by the RFC or some other Government agency 

Under the proposals of 8. 892, the RFC would not only not have any great 
incentive to dispose of the smelter, but the question might very well be raised as to 
whether it was proper for it todoso. The Department of Commerce upon receiv- 
ing the smelter would certainly not feel that it was competent to negotiate the sale 
or lease to private industry without very considerable study of the problem, 
particularly if it did not have a strong statement of the congressional policv 

At the present time, private industry would almost certainly not be willing to 
take over the operation of the smelter without some tariff provisions or Govern 
ment aid. However, if the smelter should be closed down by lack of ores and th: 
ores now coming to Texas City are diverted to other smelters, it is almost certain 
that with the smelting capacity which already exists in the world no private corpo 
ration would be interested in reopening the smelter. 

There is now pending in the House for the Ways and Means Committee, H. R 
2006, introduced by Clark W. Thompson, of Texas, providing for a tariff on th: 
importation of tin metal to encourage continued operation of the smelter. This 
bill, however, is not backed by the administration, and therefore, some other ap 
proach to this problem may have to be found. 

In all the discussions of this matter there is a complete unanimity of opinion 
in the Defense Department and other interested Government agencies that the 
smelter should be operated. It does not lend itself to be placed in a standby 
position for various technical reasons, and to have the ores diverted to other smelt 
ers would so compromise the possibility of reopening the smelter as to make 
standby an unjustified expense. Also, as this is the only tin smelter in the United 
States, no research could be carried on and the smelter would soon fall behind in 
improvements and research. 

In view of all these circumstances, it does not seem that the smelter future should 
be compromised by this matter being overlooked in connection with consideration 
of 8. 892 or other RFC legislation. It is, therefore, recommended that an amend 
ment be placed in 8. 892 stating the policv of Congress in regard to the smelter 
This matter is covered by Clark W. Thompson’s bill, H. R. 2006, and it is recom 
mended that the pertinent provisions of that bill be inserted on page 4, after line 3, 
of 5. 892 as an amendment to 8. 892. Attached hereto is a copy of this language 
This is, of course, in no way a solution of the problem, but at least makes the policy 
of Congress clear and charges whatever agency is in control of the smelter with 
the obligation to take whatever steps can properly be taken to place the smelter 
in private hands. 

The situation of the tin smelter is not comparable to the situation in the rubber 
program. The process used is a process supplied by the private corporation 
which was employéd to construct the smelter and the project is not operating 
at a profit, as is the rubber program. 


PRoposEp AMENDMENT TO 8. 892 To State THE Poticy or Conaress IN REGARD 
TO THE Stratus or tor Texas Criry Tin SMELTER 


On page 4, after line 3, insert the following paragraph: 

“It is the policy of the United States that there shall be maintained at all times 
in the interest of the national security and common defense, in addition to stock- 
piles of tin which are to be acquired and retained pursuant to the Strategic and 
Critical Materials Stock Piling Act (Public Law 520, Seventy-ninth Congress, 
approved July 23, 1946), a technologically advanced and rapidly expandible 
tin-smelting industry in the United States of sufficient productive capacity to 
assure the availability in times of national emergency of adequate supplies of 
tin to meet the essential civilian, military, and naval needs of the country. It is 
further declared to be the policy of the Congress that the security interests of 
the United States can and will best be served by the development within the 
United States of a tin-smelting industry to be operated by private management 
and served by private research and development. In order to accomplish security 
through a sound tin-smelting industry it is essential that at the earliest practical 
date consistent with national security disposal be made to private industry by 
sale or lease of the Government-owned tin-smelting facilities and that Govern- 
ment smelting of tin be ended and terminated.” 
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Representative THompson. I want to talk to you in regard to the 
Government-owned tin smelter in Galveston County, Tex. 

Certainly we have every reason to want to see the private industries 
take over the Government-owned plants, and the tin smelter is no 
exception. I have had a bill in Congress for the last 5 years, providing 
for the sale, or lease on a long-term basis of the Government's interest, 
to private enterprise. 

This, incidentally, is the only tin smelter in the Western Hemi- 
sphere, of any consequence. 

The CuarrMan. That is owned by the Government? 

Representative THompson. It is. 

The CuarrmMan. And operated by the Government at the moment? 

Representative THompson. It is under a management contract. 

The CuarrMan. But RFC operates it through a contract with some 
private company? 

Representative THompson. That is correct. 

It is the only tin smelter that can handle the low-grade Bolivian ores 
which are the only ones of consequence in this hemisphere. 

We are in competition in normal times with the far eastern, the 
Dutch and the British-owned smelters. 

Senator Bricker. The Dutch corporation operates this plant now, 
does it not? 

Representative THompson. That is correct. But if we are going 
to set up a private enterprise in the United States apparently we must 
have some sort of a tariff to protect it. Now, it is the tariff question 
that has kept my bill from being favorably acted on for the past 5 
years, and I do not know what will happen to it now. 

Meanwhile the smelter is operating now under an act that will 
expire in 1956. 

This is all that I have to ask of you today. If the Defense Depart- 
ment is correct, we are going to have to continue to operate a tin 
smelter in this hemisphere. It is not profitable to close down a plant 
and then come back a year or so later and reopen it. One reason is 
that it deteriorates rapidly. Another reason is that the staff would 
scatter to the four winds and you would have to 

Senator Bricker. Then, you are liable to have your ore channeled 
in another direction, too. 

Representative THompson. That is correct. 

The CHarrMan. How large an operation is it? How many people 
do they employ? 

Representative THompson. About 750 people. 

The CuarrMan. In what town is it located? 

Representative THompson. In Texas City, Tex. 

The CuarrMan. That is on the Gulf of Mexico? 

Representative Tuompson. Yes, sir. Of corse, I have a local in- 
terest in it because it is in my district. But I would not be bere at all 
if I were not assured that the Defense Department wants that plant 
to operate. 

The CuarrMAN. They wish to have it continue operation? 

Representative THompson. Yes, sir; they feel it is essential. 

The CuarrmMan. And, what is your fear now? 

Representative THompson. I am afraid of only one thing. You 
propose, in the Byrd bill, to transfer this function to the Commerce 
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Department, which is entirely agreeable. 
that you will spell out the 
tion of the tin smelter. 


| have been a party to a suggestion that I think Senator Bricker 
knows about. An amendment has been suggested which is lifted en 
toto out of my bill, which states that the Government policy is to con- 
tinue the operation of the smelter. 

The Cuarrman. Has it been well managed and well operated. 

Representative THompson. Yes, sir; it has been well managed and 
well ope rated, and has not cost the taxpayers any money. 

The CuarrMan. Your fear is that if we liquidate the RFC and trans- 
fer the management and the operation of this tin smelter to the De- 
partment of Commerce, that they may not operate it as efficiently as 
it had been operated, or would dispose of it to private insudtry, or 
something? 

Representative THompson. I am afraid they will have to start from 
the very beginning, first with the basic need, then with sourees of 
supply and finally with the know-how of operation. I would like to 
see it bequeathed to the new operating organization, with the pro- 
nouncement of the Government’s policy clearly spelled out. 

The CuarrmMan. In other words, if we do liquidate RFC and transfer 
it to the Department of Commerce, you would like to see some 
language that they must continue the same sort of an operation? 

Representative THompson. Yes, sir; with the understanding that as 
soon as possible it be disposed of to private industry. 

he Cuarrman. As soon as possible it be disposed of to private 
industry? 

Representative THompson. Yes, sir; that is my objective. 

Senator Bricker. At the present time they cannot compete in the 
open market with the high-grade ores that are smelted Belgium 
and Holland and England? 

Representative THompson. That is correct, sir 

Senator Bricker. It would take either a tariff in this country to 
protect this one, or some sort of Government operation? 

Representative PHompson. Some sort of a subsidy, and I do not like 
subsidies any better than tariffs, Senator. But, after all, 
essary to operate the smelter. 

Senator Bricker. This is where you get into national interests. 
We have to have tin in this country, and the only source of it is the 
recapture of tin from scrap, and I do not think that is being carried 
on at the present time; is it? 

Representative THompson. I believe there is one small plant, but 
it is of no consequence in the tin market. 

If you will permit me to invite your attention to the tin-producing 
areas of the world, you will see how essential it is that we maintain 
that plant here that can handle the Bolivian ores. 

The other ones that produce tin are China, Burma, Indochina, 
Siam, Malaya, and Indonesia. 

Senator Bricker. That is where the ores come from? 

Representative THompson. Yes. 

And, smelters in Singapore, Panay, 1 in Belgium, 2 in Holland, 
and 2 in England. 

So you see 

Senator Bricker. We could be cut off very quickly. 
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Representative THompson. Yes, sir. Certainly we were during the 
Second World War, and during the First World War. 

| have no desire to amplify on that. It is all spelled out 

Senator Bricker. Is there any other tin supply you know of in 
South America, outside of Bolivia? 

Representative THompson. Do you mean plants or ores? 

Senator Brickrr. Ores. 

Representative THompson. None that I know of in this country, 
of consequence. We have been trying to find them, as you no doubt 
know, for a great many years. 

The CHarrmMan. Congressman Thompson, if you would care to 
add any thing to the record later, we would be glad to have it 

Representative Tompson. I think the whole story is adequately 
provided in my statement, 

The CuarrnMan. Thank you very much 

Representative THompson. Thank you. 

The Cuarrman. Now we are going to recess until 10 o’clock to- 
morrow morning, at which time we will have the American Bankers 
Association, the Blue Ridge Transportation Co., and others. And, 
then on Wednesday we will have a number of small-business organiza- 
tions. I cannot be present on Wednesday, and I would like to ask 
Senator Payne if he will preside. You are the chairman of the sub 
committee on RFC, Senator Payne, and it may be we would want the 
subcommittee to do considerable work on this problem before we get 
through, anyway. 

So, will you be able to preside on Wednesday, Senator Payne? 

Senator Payne. Yes. 

The Cuarrman. Thank you very much. 

We have some statements and letters which, without objection, 
will be inserted in the record. 

(The letters referred to follow: ) 

STATEMENT BY WARREN G. Maanuson, a Unrrep States SENATOR FROM THE 
Srate oF WASHINGTON 


I am opposed to legislation to liquidate the Reconstruction Finance Corporation, 
or to change it in anv way that will defeat its purposes 

These purposes, as set forth in the Reconstruction Finance Corporation Act, 
as amended are: 

1. Extension of financial aid to agriculture, commerce, and industry. 

2. Fneouragement of small business. 

3. Assistance in maintaining economie stability throughout the Nation. 

4. Promotion of production and maximum employment 

Functions of the agency include making loans to business enterprises which 
contribute to the national defense, aid in financing civil defense projects, and 
financial assistance to areas stricken by floods or other catastrophes 

All of these are worthwhile purposes and all have contributed to our national 
strength, both economic and military, without cost to the Nation’s taxpayers 

Any action which might be taken to eliminate the Reconstruction Finance 
Corporation will be widely construed as a repudiation of these purposes, and such 
a construction, in my opinion, will be proper. 

Such action would be an antithesis of the economy we hear so widely preached 
these days. 

TI eC Reconstruction Finance Corporation requires ho appropriatio: 5 from the 
Congress. It pays its own way, finances its own payroll, rent, and operating 
expenses, vields a handsome return to the United States Treasury. 

It engages in no undertakings that private business or financial institutions can 
handle 

The benefits that have accrued from the RFC are, of course, incalculable 

Let me offer one illustration. 
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Back in 1939 a small aircraft company in my home city of Seattle needed capital 
to expand and found it was not available at any private financial institution. 

It turned to the Reconstruction Finance Corporation and obtained a loan of 
$5,500,000, which, incidentally, was one of few large loans ever made to any indus- 
iry in the State of Washington. 

The Boeing Aircraft Co. used these funds in 1940 and 1941 to good purpose, 
and we all know the important role Boeing Flying Fortresses and the B-29 had in 
winning World War IT. 

The loan, of course, has long since been repaid, with interest. 

1 don’t think the Boeing Aircraft Co. will need financial assistance from the 
Reconstruction Finance Corporation again, but it did need it at a time when it 
was a relatively small part of the aircraft industry. 

Other small industries important to our national defense may need similar 
assistance in the future, and I hope there will be a Reconstruction Finance Cor- 
poration to apply to when loans from private financial institutions are unavailable. 

KFC, directly or indirectly, also has benefited thousands of farmers, fishermen, 
and other food producers in the State of Washington. 

Recently I asked the RFC to supply me with a list of all loans it has made in the 
State of Washington, and I was amazed at the great number of loans made to 
food processors, to millers, dairy companies and creameries, fruit packers, 
orchardists, and in the areas where our agriculturists raise great quantities of 
perishable produce, frozen-food plants, 

This, in my opinion, is farm support at its best, enabling growers to expand 
markets, meet new consumer demands, avoid wastage, grow more, and sell more 
without congressional appropriations. 

Food processing, at or near the areas of agricultural production, is small busi- 
ness, and it is small business that the RFC has benefited most. 

An analysis of loans made by the RFC in the State of Washington shows 
that 3,811 business loans have been made there totaling $223,765,167. 

Of these, all but 236 were loans not greater than $100,000. 

Seven hundred and sixty-two loans were in amounts of $1,000 or less and of these 
45 actually were in amounts ranging from $40 to not more than $100. 

Of the 762 loans of $1,000 or less, 761 have been repaid in full with interest. 

A total of 1,550 business loans have been made in sums ranging from $1,001 
to $10,000, which combined with those of $1,000 or less brings us an aggregate of 
2,312 loans of not more than $10,000 or 61 percent of all loans by the RFC in the 
State of Washington. 

The remaining 1,262 loans were in sums over $10,000 but not over $100,000. 

The Reconstruction Finance Corporation thus has well executed in the State 
of Washington the purpose expressed in the Reconstruction Finance Corporation 
Act of encouraging small business. 

Its encouragement of small business has assisted in maintaining economic 
stability, promoting production, and continuing high employment. 

With our rapidly increasing population and expanding industries, the part that 
the RFC has taken in our State has been vital. 

Of the total of $223,765,167 in business loans made by the RFC in the State of 
Washington, there remain only $11,158,279.46, or less than 5 percent outstanding, 
and many of these outstanding loans are very recent, some made within the past 
few months. 

There has been some testimony presented to this committee in behalf of eastern 
banking interests contending that the banks can handle all the loans that are 
“sensible.”” I don’t know what is meant in this connection by sensible loans, 
but I do know that many sound and needed enterprises in the State of Washing- 
ton have been compelled to apply to the RFC for financial assistance which the 
banks there were not prepared to give. 

The banks of Washington State, for that matter, were on the borrowing end 
from the RFC during the early years of that agency and before the enlightened 
administrations of Franklin Delano Roosevelt and Harry Truman restored them 
to prosperity. 

One hundred and forty-nine banks in 116 Washington towns and cities ob- 
tained a total of 378 loans from the RFC totaling $32,467,502 in the years when 
banks were not as prosperous as they are today. 

You may be sure there was no criticism against the RFC from bankers in the 
drab depression days when the RFC was busy bailing them out. 

In addition to these loans RFC gave further financial assistance in the form 
of preferred stock subscriptions totaling $4,520,000; loaned $11,483,215 to mort- 
gage loan companies; $849,000 to building and loan associations; purchased 
$3,726,500 in debentures, and loaned $75,000 on assets of closed banks. 
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Total RFC loans to financial institutions in the State of Washington amounted 
to 528 in the sum of $53,121,217. 

These loans were made during the depression years following the last Republican 
administration. It is considered rather rude and improper to suggest that at 
some future time this Nation might be afflicted with another depression, but 
should one come I believe it would be a great convenience to have an agency such 
as the RFC to prop up some of our financial institutions. 

The RFC also advanced 68 loans totaling $39,426,306 to 44 political subdivi- 
sions of the State of Washington, made 126 catastrophe loans totaling $939,058, 
loaned $300,000 to one railroad, and made 274 loans through agriculture agencies. 

Thus 4,808 authorizations totaling $347,584,642 were made in the State of 
Washington during the 20 years that the Reeonstruction Finance Corporation 
has functioned. 

From correspondence coming to my office it is evident that people in the State 
I represent are becoming greatly concerned over proposals to liquidate or 
emasculate the RFC. 

Some of the letters I have received are a little vehement. 

One from a Seattle manufacturer reads in part: 

“The writer notes from the papers that Mr. Eisenhower’s millionaire appointees 
have worked out a scheme for scuttling of the RFC and the Small Defense Plants 
Administration and substituting therefor a new bill seemingly for the purpose of 
consolidating these two helpful agencies to small business. 

“We are a small company who can testify to the almost daily maneuvers of 
the ways and means whereby large corporations are constantly squeezing out the 
little fellow, which trends, if continued, will eventually eliminate the individual 
businessman entirely. 

“We are not so naive as to assume, for one moment, that the new arrangement 
to be operated by the tycoons of industry, would have the slightest interest in our 
continued success. In fact we realize it is only a question of time when we will 
become one of the expendables, thereby contributing to the present established 
trend of concentration of both power and wealth in the hands of the few.” 

The head of an eastern Washington company serving wheatgrowers writes me: 

“Over the last 15 years the rapid increase in population, the swift growth of 
industrial and agricultural industries in the Northwest has placed an unusually 
heavey burden on our banking facilities. 

“High Federal income tax rates have greatly reduced the amount of capital 
which may be taken out of profits for the expansion of business. This limitation 
of profits has also served to reduce the attractiveness of equity capital investments. 

“The Reconstruction Finance Corporation has played a vital role in assisting 
profitable growth industries in the Northwest while they are establishing an 
earning record and reservices which would permit private financing. 

‘I respectfully request that the activities performed by the Reconstruction 
Finance Corporation be maintained, and that any action vou take to assure this, 
will be in the best interest of the Nation, and especially of the Northwest.” 

These letters are but a sample of a number that have come to my office. 

It is indeed difficult for business enterprises and citizens of my home State to 
conceive of any reasons why anyone might wish to abolish an agency that not only 
is self-supporting but actually has turned over to the Treasury of the United 


States $102,784,000. 





UNITED States SENATE, 
CoMMITTER ON LABOR AND PuRLIc WELFARR, 
Thursday, May 28, 1953. 
Hon. Homer E. CapreHart, 
Chairman, Senate Banking and Currency Committee, 
United States Senate, Washington, D. C. 

My Dear Mr. CuHarrMan: I appreciate the opportunity to file this statement 
setting forth my views with respect to the RFC and other issues of small-business 
financing presently under consideration by your committee. 

I have recently addressed the Senate on the need for assistance to small business 
as it affected the diversification and expansion of the economy of New England 
and the United States as a whole. I would like to reemphasize to this committee 
the propositions contained in that statement. 

In a growing economy, it is the small-business man who so frequently leads the 
way with new products, new enterprises and new job opportunities. We should 
neither give unfair advantages to small business nor condemn big business But 
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small-business men, in an economy which has become not only tremendous in its 
size but dominated by giants in particular industries, are in need of help simply 
to obtain equal opportunity to exist and compete. They need long-term Ivans 
and equity investment, technical assistance, consultative managerial services 
availability to new research techniques and a fair share of Government contracts 

Specifically, experience has demonstrated that an expanding competitive 
economy is in need of two types of different Federal functions or agencies aiding 
small business: First, a souree of long-term loans: and, secondly, a source of 
technical assistance, both in production and in utilizing the opportunities presented 
by Federal contracts and facilities. Such functions could be combined in a single 


independent agency, such as the Small Business Administration proposed by thi 
able chairman of the Senate Committee on Small Business (Mr. Thye) and 
recently endorsed by the New England Smaller Business Association. However 


if such an agency is to be truly independent, then its lending authority should not 
he controlled by the Secretaries of Commerce and the Treasury as Senator Thye’s 
bill presently proposes. On the other hand, such functions could be carried out 
by two separate, independent agencies, working along lines similar to the tasks 


now performed by the RFC and the SDPA. The form and the name of the 


organization are not as important as the functions: and care must be taken not 1 
discontinue the present valuable work of the RFC or SDPA without first providing 
for these functions in another form in 1 or 2 independent agencies. Inasmuch a 
such discontinuance is proposea, I would like to discuss the work of each of thes 
agencies very briefly. 

Since its initiation under Herbert Hoover over 20 years ago, the RFC has 
made 126,835 loans for a total of about $13 billion. More than 90 percent of 
RFC loans are small business loans, amounting to less than $100,000 each. By 
making credit available through the RFC on sound credit terms, we have been 
able to assist our small and independent businessmen to put their concerns on a 
sounder financial basis, to expand their developments or to convert their plants 
to urgently needed defense activities. These needs of small business are not 
being met by any other Government agency or any private source. I have been 
in touch recently with a large number of Massachusetts firms whose valuablk 
contribution to our economy and defense effort was made possible by RFC loa: 
after they could not obtain financing elsewhere, particularly in their formativ: 
or temporarily distressed years prior to their establishment cf an earning record 
attractive to private financing. According to the National Planning Associa- 
tion report, between January 1948 and March 1952, business loans in excess of 
$164 million were authorized by the RFC for New England, 5.2 percent of th 
national total. The same study indicated that it was long-term loans for small 
firms for which the greatest need existed unfulfilled by private sources; that 
“capital investment in New England must be larger if the region is to maintain 
or increase its competitive strength ;’’ and that the RFC was making an important 
contribution to the financing of many middle-sized New England companies. 

I think that it is particularly important to call to the committee’s attention 
the significance of this report inasmuch as the claim has frequently been mad 
that private sources can fulfill the capital needs of all enterprises without th 
supplementation of any Government-sponsored agency. The panel on capital 
and credit, which approved for publication the report on New England’s. finan- 
cial resources, and their use consisted to a great extent of representatives from 
banking and other financial institutions. It is apparent, I believe, that without 
Government participation in meeting the financial needs of small business, an 
unhealthy proportion of such needs would go unmet. 

Of course, corruption and abuses in any agency must be curbed; and, of cours« 
the functions of the RFC which are no longer necessary should not continu 
But it is absolutely essential to the vitality of our national and regional econo- 
mies that the Federal Government continue to make possible a source of capital 
to our small businessmen. The RFC lends money only to those who could not 
get the funds from private sources, and its impressive record of repayment is 
due to the caution with which application for such loans is accepted. To replac« 
this independent agency by a unit in some other department of the Government 
as has been proposed would be to turn the problems of small business over to 
an insignificant and u:sy npathetic bureau more concerned with other duties 
Instead of being abolished, the RFC or whatever agency replaces it, needs a 
liberalization of its lending facilities to enable more long-term loans to new and 
growing enterprises, not merely ‘“‘rescue’’ type loans. 

I cannot agree that this earning organization should be liquidated on grounds 
of economy. In the 2 decades of its existence, the RFC has paid a billion dollars 
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into the Federal Treasury, including its initial capital of $100 million and its 
earnings on loans and liquidations of assets It pays interest on the money it 
borrows from the Treasury and get no appropriation from the Congress to pay 
its employees or other of its operating expenses. It is an entirely self-sufficient 
Government corporation which pays a net return back to the United States 
[reasury. Whether it be in the form of a reorganized RFC, or a program of 
regional banks, an independent agency for loans which small business cannot 
obtain elsewhere is an absolute necessity tor a strong and growing economy. 

For the same reasons, this country needs an independent agency—and I stress 
the word independent—to handle the problems of small business with respect to 
Government contracts and technical assistance. The experience of the Small 
War Piants Administration when placed under the Department of Commerce, 
and the lack of accomplishment of the so-called Small Business Unit of that 
Department may be contrasted with the operations of the Small Defense Plants 
Administration during its first full year as ample demonstration of the need for 
such independence 

The record of the Small Defense Plants Administration, in more than paying 
for itself through the savings to the Government on defense bids, and in aiding 
on the meager scale permitted by its appropriation the fair distribution of defense 
contracts to small businessmen, is ample evidence of the continued need for such 
an agency The Smaller Business Association of New Itngland during its January 
1953 monthly meeting discussed this record, determined that the SDPA had 
accomplished a great deal of real help for small business in the New Wngland area, 
and that these accoinplishments far outweighted the small cost to the Government. 
The association unanimously adopted a resolution that: 

In view of the consistent, dynamic, effective record of the aid to small business 
of the Small Defense Plants Administration, the Smaller Business Association ot 
New England feels strongly that this agency should be continued.” 

Small business needs an independent advocate in the executive branch of the 
Government. Unless the vita: importance of small business in our economy is 
fully recognized in Government policies and operations, we will be unable to 
prevent the deterioration of small business and competitive enterprise in our 
national economic structure. 

[ am hopeful that the Congress will not permit the small business functions of 
either the RFC or the SDPA to expire, but will instead strengthen and expand 
those activities in either 1 or 2 independent agencies protecting the interests of 
small business 

With kindest regards, 

Sincerely yours, 
Joun F. KENNEDY. 


STATEMENT OF EMANUEL CELLER, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF NEW YORK 


When the Reconstruction Finance Corporation was first established under a 
Republican administration in 1932, a great step forward was made in supplying 
a desperately needed credit institution for smaller enterprises in the Nation's 
economy. The vision and the foresight which commended the RFC then 
requires more than ever before that the Reconstruction Finance Corporation, or 
a Government agency with as extensive powers now be continued. The total 
abdication of the Government from financing private business at this time would 
widen an already gaping aperture in the Nation’s credit structure and redound 
seriously to the detriment of competition and the free enterprise system upon 
which our Government is based. 

I think it important that public recognition be given to the fact that a serious 
gap in the Nation’s credit structure, especially with respect to small business, has 
existed for many years. For a number of reasons, private capital institutions 
have been unable or unwilling to fill this hiatus. Without a Government lending 
institution such as the RFC or its equivalent, countless enterprises of great merit 
would find their best efforts to obtain capital totally unavailing. While the 
perpetuation of the RFC has been said by those who call for its demise to smack 
of socialism, under present circumstances an RFC is perhaps the best assuranc 
of all of the continued success of our free, private enterprise system 

I referred above to the gap in our credit structure, and I would like to elaborate 

pon that theme briefly so that I cannot be accused of assuming what must be 
proved For the gist ‘of the ease tor the RFC turns entire ly upon a showing 
that o present financial institutions are unable to perform the job 
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The inability of small and newer enterprises to obtain funds is a phenomenon 
characteristic of the more recent periods in American history. When a small 
business was seeking a loan in the year 1923, for example, there were more than 
28,000 commercial banks in the United States furnishing credit to business enter- 
prises of all sorts. In the three decades which have elapsed, however, a striking 
change has occurred in the very structure of the Nation’s commercial credit 
facilities. Despite the increased wealth, population, and industrial growth of 
the Nation, the number of commercial banks in the United States has now been 
more than halved, with only slightly more than 14,000 commercial banks operat- 
ing in the United States at the end of 1951. Bankruptcies as well as mergers and 
consolidations have all taken a heavy toll upon the Nation’s banking populace 
leaving fewer and fewer commercial banking sources to which small business and 
new enterprise could turn for assistance each year. 

Two significant trends have accompanied this continuous erosion of the coun- 
try’s banking system. First of these has been the gradual increase in the size of 
banks. According to a recent staff report of the Committee on the Judiciary of 
the House of Representatives, in 1935 there were only 60 banks in the United 
States with total deposits ranging over $100 million. By the end of 1941, 96 
banks had deposits of $100 million or more, and by December 30, 1950, the total! 
number of banks with deposits greater than $100 million was almost 200.! 

As a general rule, these larger banks have relatively fewer dealings with small 
business than do their smaller brethren. The Federal Reserve Board, in a study 
of member bank loans outstanding as of November 1946, published statistics 
indicating that of all classes of banks, the very largest banks with deposits of 
$500 million or more had the least number of loans with small business, the next 
to the smallest dollar volume with small business, and the smallest percentage of 
dollar volume of all business loans with small business.? 

Another circumstance accompanying the downtrend in the number of com- 
mercial banks has been a proportionate decrease in the commercial lending 
activities of banks. As the Federal Reserve Board recently noted, ‘The relative 
importance of bank loans has declined in the past 25 years.’’ 3 

Deposits, or lending potential of banks, has increased some threefold since 
1929, but by the end of 1951, loans and discounts of banks had risen by only 
two-thirds. Experience throughout the rest of the country is typical of that in 
the Seventh Federal Reserve District, where ‘total loans of seventh district 
member banks in mid-1951 were only 60 percent greater than they were in 1929. 
During the same period, total output of goods and services in the Nation rose by 
over 200 percent.’ 4 

With access to capital curtailed by the decrease in the number of potential 
lenders, with the growth of big banks who prefer to negotiate with sizable bor- 
rowers, and with commercial loans occupying a diminishing role in the portfolio 
of commercial banks, it would not be surprising to discover that small businesses 
had encountered considerable difficulty in obtaining credit from existing financial 
institutions. 

In 1941, a study prepared for the TNEC, after a careful survey of the financial 
problems encountered by small business in obtaining funds, concluded that: 
““* * * it has been shown that there are many small firms which are sound even 
by orthodox banking standards, yet cannot obtain sufficient credit.’’5 Recent 
experience of the RFC reaffirms these conclusions as to the difficulties met by 
small business in their search for credit. 

The RFC recently made a study of 300 small business loans of less than $100,000 
in amount which had been authorized by the agency during a 9-month period in 
1948 and 1949 to ascertain the reasons why credit was not otherwise obtainable 
from private financial sources. This study showed that applicants had been 
refused loans for a number of reasons, most prominent among them being that the 
term of the loan requested was too long. One hundred and eighty-one of the 445 

banks approached by the various borrowers, queried, indicated that the maturities 


1 Bank Mergers and Concentration of Banking Facilities, Committee on the Judiciary, House committee 
print, 82d Cong., 2d sess. (1952), p. 26. 

2 Federal Reserve Board, Business Loans of Member Banks (1947). 

38. Doc. No. 123, pt. 2, 82d Cong., 2d sess. (1952), p. 809. 

‘Td. 

‘Temporary National Economic Committee, Monograph No. 17, Problems of Small Business, 76th 
Cong., 3d sess. (1941), p. 226. 
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of the loans requested were too long. Another 26 banks were already extending 
short term credit to the applicant but declined to undertake a longer term commit- 
ment. The figures disclosed by this study indicate clearly that for other than 
short term loans, a serious credit gap exists for small business in the existing insti- 
tutional pattern of private credit facilities. 

The problems of small business in locating sources of credit, already severe 
under ordinary circumstances, are aggravated by recessionary periods. This is an 
important factor to consider when viewed in the light of proposed reductions in the 
national budget, cuts in Federal defense expenditures, and a leveling off of the 
accelerated rate of industrial expansion that has occurred since 1950. A pro- 
nounced deflationary period within the next year or two would undoubtedly 
witness a recurrence of the experiences of 1949 when the RFC reported that 

“A noticeable restriction of private credit developed, as was evidenced by an 
unusual increase in the number of loan applications submitted to all of the Cor- 
poration’s loan agencies with increasing acceleration throughout the year. * * * 
These comparisons indicate the increase in the extent to which the Corporation 
was called upon to meet the financial requirements of business concerns which 
were unable to obtain credit through normal channels.’’ ® 

I believe the evidence I have recited indicates clearly that accessibility to 
capital constitutes one of the most serious difficulties confronting small businesses 
in attempting to compete successfully with larger entities. 1 think we must be 
entirely honest with ourselves and own up to the fact that private-capital institu- 
tions, for whatever reason, have been unequal to the task of furnishing adequate 
credit to this segment of the economy. As a result, we must recognize that, 
like it or not, a Government lending institution has now become an essential and 
integral element in the orderly functioning of the American competitive system 
for all businesses, large and small. The cry of ‘“‘Socialism,”’ “Government par- 
ticipation in business,’’ and slogans of that ilk, are merely attempts to defeat on 
hysterical grounds legislation which would encourage the preservation of the 
free-enterprise system. 

I thereupon urge this committee to report adversely on 8. 892, which would 
liquidate the Reconstruction Finance Corporation. I urge further that the com- 
mittee act favorably on legislation which would preserve the RFC or continue its 
powers under another Government agency. But under no circumstances should 
the Government’s power to make needed loans in meritorious areas where private 
capital will not venture be eliminated or curtailed. 


* Reconstruction Finance Corporation and subsidiary, Annual Report and Financial Statements (June 
30, 1950), p. 9. 
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APPENDIX TABLE 2. 


TABLE 1.—Number of banks in the United States, by class of bank, 1900-51 ! 


























Commercial banks Mutual savings banks 
, . All Member banks Nonmember banks 1. Maturit 
Year * banks I ; 2. Declinec 
Total Total |. 7 5 Non : 3. Unacce] 
. Nae ? In- Non- sured ° | insure; 4 Bank w 
Potal State‘ | Total¢ ee s laene . © Gai 
tional sured * insured 5. Bank fe 
6, Applica 
7. Loan re 
1900 &, 738 3. 731 5, 007 8. Bank “* 
1905 (* 14, 682 5, 664 9, O18 9, Collate 
1910 t 21, 486 7, 138 14, 348 10. Loan re 
1915 26,511 | 25,875 7,615 7, 598 17 ; 18, 260 11. Poliey! 
1920 22,715 | 29, O87 9, 399 8, 025 1,374 | 19, 688 12. Applic 
1921 30,419 | 20, 788 9, 745 8, 150 1,595 | 20,043 13. Miscell 
1922 30, 086 | 29, 458 9, 892 S, 244 1, 648 19, 566 
1923 29, 505 | 28, 877 9, 774 8, 179 1,595 | 19, 103 Tota 
1924 28, 806 | 28, 185 Y, 587 8, 043 1, 544 18, 598 
1925 28, 257 | 27, 638 9, 489 8, 048 1, 441 18, 149 
1926 367 | 26, 751 9, 260 a 1, 354 17, 491 
1927 , 416 | 25, 800 9, 034 7, 1,275 | 16, 766 
1928 7 579 24, 968 &, 837 a 1, 208 16, 131 
1929 24, 026 8, 522 7, 1,119 | 15, 504 
1930 22, 172 8, 052 7, 1,019 | 14,120 
1931 19, 37 7, 246 6, 878 | 12,129 
1932 17, 802 6, 816 6 805 10, 986 
1933 \ 4, 450 6, O11 5, 857 &, 439 
1934 16, », 484 6, 442 5 9, 042 1, 343 68 51 
1935 15, 15, 299 6, 387 5 8, 912 1, 178 56 514 604 
1936 1 102 6, 376 5 8, 726 1, 134 56 509 
1937 15, ; 4, 824 6, 341 8, 483 1, 032 56 50 
1938 15, 194 14, 639 6, 338 &, 301 983 48 507 
1939 15, 034 14, 483 6, 362 ) 8, 121 949 5l 5M $0" 
1940 14,895 | 14, 344 6, 4a¢ ) 7, 858 906 53 40s 
1941 ° 14,825 | 14, 277 6, 619 ) 7, 661 851 52 40 
1942 14, 4,134 6, 679 7, 458 791 56 4 
1943 14, ; 14,034 | 6, 738 7, 209 764 184 3t 40: 
1944 i4, 13, 992 6,814 7, 181 729 192 35 
1945 14,5 4,011 6, 884 ) 7, 130 74 192 35 
194 14, 4, 044 6, 900 5, 7, 147 690 191 35 
1947 * 14 4, 181 6, 923 ) 7, 261 783 194 33 
1948 14 4,171 6, 918 4 7, 256 758 193 33 30 
1949 14 4, 156 6, SY2Z 4 7 727 192 33} 
1950 14, 650 4, 121 6, 873 ; 7 689 194 33 
1951 14, 618 14, O89 6, 840 4 7, 252 650 202 327 





Figures exclude thc unincorporated or ‘‘private’’ banks not reporting to State banking author:t 
‘“ept as noted in fo f this tabl Banks in United States possessions are excluded except fo 
ional bank in Alaska, which was a member of Federal Reserve System from the time it opened fo 
ess in April 1915 until it was placed in volunt liquidation in April 1921 ac 









For 1914-22, figures are f June; for remaitz years, as of December. 
Che Federal Reserve System was established in December 1913 
The figures for 1900-10 compri ill State-chartered banks, except mutual savings banks for which the 
lata are not available « 
Federal deposit insurance began Jan. 1, 1934 
Not availabl 





’ Beginning with 1928 the figures previously published have been revised to include certain large private Source 
banks which did not report to State banking authorities until 1934 

§ Beginning in 1941 the member bank figures and the insured mutual savings bank figures both include 
member mutual savings banks which became members of the Federal Reserve System during 1941. Thess 
banks are not included in the total for “‘commercial banks” and are included only once in the total for ‘all 
banks.”” 

» As of June 30, 1947, the series was revised to conform (except that it excludes possessions) to the number 
of banks in the revised all bank series announced in November 1947 by the Federal bank supervisory 
authorities. The revision resulted in a net addition of 115 banks and 9 branches. 
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,BLE 2.—Reasons why banks declined 300 small-business loans authorized b 


RFC, 1948-49 


Number | Percent 
of banks of total 


Maturity too long 181 40.7 
Declined in general terms (brushoff) 73 16. 4 
Unacceptable collateral 47 10. ¢ 
Bank was extending short-term credit but would not make long-term loa 26 ‘s 
Bank felt applicant’s financial condition did not warrant a loan 24 ' 
Applicant’s business located outside of area serviced by bank 19 $ 
Loan requested exceeds bank’s legal limit to one borrower 16 a 
Bank “loaned up” or low on lendable funds 10 2.2 
Collateral considered insufficient y 2.0 
Loan requested was a special type not made by bank 9 2.0 
Policy not to lend to type of business in which applicant engaged s 1.8 
Applicant's enterprise newly formed; credit and earnings records not established 7 1.6 
Miscellaneous reasons - 16 3.6 
Total a4 i | 445 100.0 
CHART 1 


BANK LOANS AND MONEY SUPPLY 
AS PER CENT OF GROSS NATIONAL PRODUCT 
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CHART 2 


GROSS NATIONAL PRODUCT, THE MONEY SUPPLY, AND ALL BANK LOANS { 
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STATEMENT OF A. FERNGOs-IsERN, ResipENT ComMIssiONER OF PurERTO Rico, 
To Justiry THE EXTENSION TO THE COMMONWEALTH OF PuERTO RICO or 
roe Benerits or H, R. 5141 


H. R. 5141 proposes to create a permanent independent agency of the Federal 
Government to aid, counsel, assist, and protect the interests of small-business 
concerns in order to preserve free competitive enterprises, to insure that a fair 
proportion of Government contracts is placed with small-business enterprises and 
to maintain and strengthen the overall economy of small! business of the Nation, 
and of all its people. The bill sets forth in some detail extremely valuable func- 
tions and assistance which the proposed administration may extend and make 
available to small manufacturers. 

The Congress through this bill has indicated that, in its judgment even in a 
fully developed industrial economy like the mainland United States, small manu- 
facturers must be given some aid and assistance in order to stay in active competi- 
tive operations. 

Small manufacturers in Puerto Rico are in even more urgent need of such 
Government aid and assistance for the following reasons: 

1. Our small manufacturers have not been active in their respective operations 
very long; in fact. most of them are just getting underway. 

2. Small manufacturers in Puerto Rico are not familiar with Government 
procurement procedures, and due to the fact that they are hundreds of miles away 
from the large Government procurement offices they are at a distinct disadvantage 
in bidding for Government work in competition with mainland firms. 

3. Small manufacturers in Puerto Rico do not enjoy the financing facilities 
available to mainland manufacturers. We do not have specialized bankers such 
as the factoring companies, while our local banks are merely commercial banks 
and not fully familiar with the various types of manufacturing operations that 
are being started in Puerto Rico, and, consequently, are rather conservative 
about extending credit for such operations. 

4. Small manufacturers in Puerto Rico are unacquainted with the nature, 
peculiarities, customs and procedures of the mainland markets and, therefore, 
find it extremely difficult to serve such markets, and need advice, guidance and 
assistance in becoming familiar with such market conditions. 

5. As an integral part of the United States, the Commonwealth of Puerto 
Rico feels that the small manufacturing plants established in the Commonwealth 





by Americs 
as may be 
the propos 


Hon. Hom 
Chair 
S 
Dear & 
of the Sm 
tion for At 
Big ind 
thousand 
and mono 
strongly ti 
Administr 
Reconstru 
agencies 0 
istration i 
the lendin 
too small, 
Small b 
afforded t 
ness, sine 
business 
leaders in 
ing off to 
could anc 
It is we 
average ¢ 
to be add 
living. 
I regre 
shall dep 
of your | 


A SMALI 


At les 
Thus, A 
adminis 

The ¢ 
econom 
fense sp 
establis! 

The } 
Report 
the first 
$455,52 
througt 
compet 
cureme 
awards 
more t] 
subeon 
of SDF 
militar 
has fill 

aided s 
system 
to the 


250 


200 


100 


Oo 


’ 


OF 


GOVERNMENT LENDING AGENCIES 271 


by American citizens are entitled to the same benefits of Government assistance 
as may be extended to their competitors in the mainland United States through 
the proposed H. R. 5141. 





AMERICAN ASSOCIATION OF SMALL BusINgEss, 
New Orleans 12, La., May 20, 1953 
Hon. Homer E, CApEnHART, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 


Dear SENATOR CapEHART: Airmailed you under separate cover marked ‘Copy 
of the Small Business Review designating article A Small Business Administra- 
tion for America’s Largest Business, Small Business.’’ 

Big industrialists are taking over small businesses. Seven hundred and fifty 
thousand went out of business or were taken over by others in 1952. Taxation 
and monopoly are destroying energy, initiative, and progress. Cannot urge too 
strongly the adoption of legislation establishing an Independent Small Business 
Administration to take over all small-business functions formerly housed in the 
Reconstruction Finance Corporation, the Department of Commerce, and other 
agencies of the Government. The drift to house the Small Defense Plant Admin- 
istration in the Department of Commerce will be ruinous. The proposal to limit 
the lending facilities to $100,000 to any one individual small business is entirely 
too small, as no limitation is needed. 

Small business is the larges segment of our economy, yet no special treatment is 
afforded the independent businessman, without Whom there would be no big busi- 
ness, since the smaller businesses are the best salesmen of big business and big 
business is the best customer of small business. We need each other, but the 
leaders in industry are monopolizing the various segments of industry and syphon- 
ing off to their subsidies much of the business that small, independent businesses 
could and should enjoy. 

It is well to remember that there are 4 million small businesses employing on the 
average of 10 people, making a grand total of over 40 million citizens, to which is 
to be added the thousands of people at home dependent upon small business for a 
living. 

I regret that previous commitments prevent my attending the hearings, but I 
shall depend upon you to make known the contents of this letter to the members 
of your committee. Reply expressing your views will be appreciated by many. 

Very sincerely, 
J. D, HENDERSON 





[Small Business Review] 


A Smatzt Business ADMINISTRATION FOR AMERICA’S LARGEST BusINESS—SMALL 
BusINESS 


At least 98 percent of America’s business enterprises may be considered small. 
Thus, America’s largest business is small business and should have an independent 
administration or department of Federal Government. 

The economic aub-betn of America’s small business can well determine the 
economic health of the Nation as a whole. But with the prospect of reduced de- 
fense spending and the termination of materials control, what safeguards are we 
establishing to insure the economic stability of small business? 

The Small Defense Plants Administration recently issued its Sixth Quarterly 
Report in which it summed up some of the achievements of that agency during 
the first 18 months of its existence. The report pointed out that it had earmarked 
$455,528,089 in proposed Government purchases exclusively for small business 
through the joint determination program. That it had issued 71 certificates of 
competency to small firms. These certificates cover $50,357,558 worth of pro- 
curement. By enabling low bidders to receive contracts and thereby preventing 
awards to higher bidders, SDPA has saved the Government $4 million which is 
more than the total cost of the agency since its beginning. A minimum of 656 
subeontracts valued at $16,290,900 have been awarded to small plants as a result 
of SDPA activity. In addition, SDPA has taken two prime contracts from the 
military valued at $1,193,160 and subcontracted the work to small plants. It 
has filled the gap in the system of financial assistance to small business. It has 
aided several hundred small firms in making successful use of the private lending 
system to meet their credit needs. When all else fails, SDPA recommends loans 
to the Reconstruction Finance Corporation, which made 356 loans to small firms 











= 





Ziz GOVERNMENT LENDING AGENCIES 
on SDPA’s recommendation. These totaled $44,798,327—an average of $126,008 Of cour 
per loan—and 83 percent of the loans have gone to companies employing fewer compared 
than 100 persons. It has established specific small business shares in 42 official few and fa 
expansion goals. It was largely due to SDPA’s activity in the field that som: ment has | 
$260 million worth of investment for expansion by small business was certified those it se 
for tax benefits in the last 6 months. doing busi 
We congratulate SDPA on its achievements, but we are concerned as to what sentatives 
future assistance small business can look forward to. The Small Defense Plants and efficie 
Administration is scheduled to die June 30, 1953: however, there are several bill It is my 
up for consideration by Congress to convinue such aid to small businesses. Reconstru 
Two of these bills are worthy of the attention of our national legislators. One ence to th 
introduced by Senator Edward J. Thye, (Republican) of Minnesova, chairman Re: 
Select Committee on Small Business of the United States Senate, known as S 
1523, provides for the setting up of a Small Business Administration with a revolv- 
ing fund in the United States Treasury of $150 million to be administrated for the fi oe 
economic well-being and the security of all small businesses. On the other hand Fags 
Senator Homer E. Capehart, (Republican) of Indiana, has introduced a bil The ¢ 
(S. 1061) which prov ides for a 2-year extension of the Small Defense Plants Admin will be k 
istration. 7 
We believe that the SDPA or its suecessor should be an independent agency (Wher 
and should be empowered on its own to earmark appropriate procurements for at 10 a. 


award exclusively to small business, until the small-business share of defense con 


racts rises to 35 percent, the figure generally regarded as a fair share for small 
ieee It should be given (a) authority to make direct loans, (5) authority 


to direct RFC or a successor agency to make loans, (c) authority to insure or guar- 
antee so-called V-loans or other loans made by private banks, (d) authority to 
guarantee loans made by RFC or other Government agencies, or (e) a combinatio: 
of the above. It should be given the authority to guarantee the performance of 
contracts awarded to small plants on the basis of certificates of competency 
unless equivalent protection of such contracts is provided through one of the loan 
methods described above. 

The American Association of Small Business shall continue its fight to assur« 
(America’s largest business—small business—its share of America’s prosperity. 


Oakes CHAIR Co., 
Columbia, Tenn., May 18, 19458. 
Senator Homer E. Caprnart, 
Chairman, Senate Banking and Currency Committee, 
United States Senate, Washington, D. C. 


Dear Senator: It is my understanding that on May 20 hearings are beginning 
before the Senate Banking Committee for the purpose of considering the future 
of the Reconstruction Finance Corporation. 

Of course, it is unnecessary for me, as a small-business man, to take up your 
time by going into the details of the operations of this valuable governmental 
agency. You are much more familiar than I with the vast good that has been 
accomplished for small business. However, I do feel that a little résumé of my 
personal experience may be of some benefit. 

In 1938 my plant was totally destroyed by fire and with only 25-percent insur 
ance coverage I found it necessary to borrow money with which to get back 
business. This financing was not available through regular banking channels, 
either here in my hometown or in Nashville. I presented my problem to RFC 
and they in conjunction with a local bank enabled me to go back in business 
This loan was repaid in full before maturity. A few years later, for reasons 
beyond our control it again became necessary to secure additional financing which 
could not be had through regular banking sources, and again we were assisted 
by RFC. 

The second loan was paid off, and about 1 year ago similar conditions arose, 
and after determining that the required financing was not available through 
banking channels, again the Reconstruction Finance Corporation came to our 
assistance. This loan is now active and is being reduced by monthly payments. 

Frankly, we could not have stayed in business had it not been for the aid that 
has come to us through this agency that is now up for consideration as to whether 
or not it shall live or die. Thousands of other small-business concerns are in 
the same position 

What will happen to small business? Some of the opponents of RFC say there 
is nothing to worry about, that small business will be taken care of. Taken care 


of, yes; but how? The enemies of small business will take care of us. 
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Of course, there have been mistakes made in the management of RFC, but 
ympared to the vast number of transactions handled, these mistakes have been 


w and far between. It is doubtful if any agency in the entire Federal Govern- 
ient has operated with the efficiency, economy, and conscientious helpfulness to 
ose it serves as has the Reconstruction Finance Corporation. In 15 years of 


ing business with this agency, I have come in contact with manv of its repre 
ntatives and, without exception, have found them to be conscientious, courteous, 
1 efficient servants of the agency which they represented 

It is my sincere hope that the Congress may see fit to continue in operation the 
Reconstruction Finance Corporation, and | earnestly urge your support and influ 

ce to this end 

Respectfully yours, 
Oares CHAIR Co 
By A. F. Oar 


P. S.—Our normal operating force is 75 to 100 employees 


The CuarrMan. We will recess until 10 o’clock Tuesday, and we 
will be here again on Wednesday. 
(Whereupon, at 11:40 a. m., the committee recessed to reconvene 


at 10 a. m., Tuesday, May 26, 1953.) 
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TUESDAY, MAY 26, 1953 


Unirrep States SENATE, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to notice, at 10:05 a. m., in room 301 
Senate Office Building, Senator Homer E. Capehart (chairman) 
presiding. 

Present: Senators Capehart, Bennett, Bush, Payne, Sparkman, 
Frear, and Douglas. 

The CuarrMan. The committee will please come to order. 

Our first witness will be the Honorable John Sparkman, a member 
of this committee. 


STATEMENT OF JOHN SPARKMAN, A UNITED STATES SENATOR 
FROM THE STATE OF ALABAMA 


The CHarrMAN. You may proceed in your own way, Senator 
Sparkman. 

Senator SparKMAN. Mr. Chairman, first, let me say that I shall 
have copies of this available a little later. I am sorry that they are 
not ready at this time, but I had thought that I was going to make my 
statement tomorrow. 

The CuatrmMan. Would you rather do it tomorrow? 

Senator SpARKMAN. Oh, no. I shall have copies in about 30 min- 
utes, and I shall be glad at that time to supply a copy to each member 
of the committee and to anyone else who might want it. 

Mr. Chairman, I want to thank you for this opportunity to com- 
ment briefly on two bills, S. 1912 and S. 1913, that 1 have introduced 
to help meet the credit needs of small business. 

In connection with my work over the past 3 years as chairman of 
the Senate Small Business Committee, I have almost daily been called 
upon to advise and assist small businesses in overcoming financial 
roadblocks. I believe that small-business financing problems fall into 
two groups. 

First is the need for short- or intermediate-term credit. 

Second is the need for long-term equity capital. My two bills seek 
to meet these needs through the maximum use of our commercial 
banking system. There is a significant number of small businesses 
who find themselves unable to get the short- or intermediate-term 
credit that they need. From my experience on the Senate Small 
Business Committee, these companies are often sound, with skilled 
management, but immediate credit position does not permit banks to 
regard them as good risks. 
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Certainly the banks cannot be criticized for this view. There are 
regulations which they must meet and other considerations which 
frequently limit or bar them from making loans to small concerns. 

During the past year the Reconstruction Finance Corporation com- 
piled a study involving 300 loans that it made during 1948 and 1949 
‘These were picked at random from the REC files. All of them were 
loans under $100,000, with an average value of $30,000, to all sorts 
of small business. The RFC checked with the holders of those loans 
to determine the reasons why the hanks had turned down the loan 
prior to the application to the Corporation. In 40 percent of all 
cases the borrower felt that the bank refused to give the loan because 
the maturity was too long. Unacceptable collateral, a shortage olf 
lendable funds, restrictions on loans to an individual, and similar 
reasons pointing to a gap in the credit system added another 32 per- 
cent, giving a total of 72 percent of the refusals in this general categor) 

The remaining 28 percent seemed to represent the bankers’ fears 
about the risk itself. 

1 should like to emphasize that our experience has shown that 
many of these companies turned down for credit by private banks 
are reliable risks. For instance, the Small Defense Plants Admin- 
‘stration has recommended 398 loans that have been made for a total 
of more than $49 million. Of this entire number, only 1 is in default, 
with a loss to the Government of about $48,000, a loss factor of less 
than one-tenth of 1 percent. 

This is probably a_ better record than the normal day-to-day 
experience of commercial banks. All of these loans were made only 
after the borrowers proved that they were unable to get financing 
from private sources. 

Mr. Chairman, | should like to comment there that, in that one 
case in which there was a default, it was a matter in which apparently 
the company simply was not prepared to fulfill the contract. The 
contract had been given by some branch of t he Department of Defense 
before SDPA came into the picture. The SDPA was not called upon 
to check the facilities and to issue a certificate of competence, as 1s 
generally done in those loans. In other words, it already had the 
contract and the SDPA was put in a position of not being able to 
pass on whether or not the company was able to do the job. 

My bill sets up a technique that would encourage the banks to take 
many of these loans and yet protect them and their depositors fron 
risk of serious loss. By utilizing our experience on FHA-insured 
loans. I believe we can increase the participation in these loans by 
private banks and minimize the Government’s activities in the field 
of direct lending. 

The first bill provides a short FHA-type program for insuring loans 
to small business. This bill provides for the establishment by the 
Federal Reserve Board of a period for insuring short- and inter- 
mediate-term loans. The Board would insure any loans or group of 
of loans to a borrower up to a ceiling of $250,000. The maximum term 
would be for 5 years. A premium of 114 percent would be charged to 
cover the risks involved and to make the program fully self-supporting. 

I might say that so far as the ceiling is concerned, that is a figure 
that I more or less arbitrarily put in because it seems to me that 

perhaps there ought to be that ceiling. We have had some discus- 
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sion here in the committee heretofore with reference to the proposal 
to limit the loans to a hundred thousand dollars. My own thought 
is that there might very well be a difference in the type of loans 
made, and I said something about that the other day, that up to a 
certain limit it could be made without approval by the Board and 
bevond the at perhaps require a committee or a board to approve it 

The 1'4-percent insurance fee is greater than the fee that is charged 
in the F HA loans or in title I loans, but that is the percentage that 
the Federal Reserve Board recommended when this same measure 
was presented to the committee in 1947 and again in 1950. 

So far as the maximum term, I again more or less arbitarily set it 
at 5 years because it seems to me that that probably is a fair period 
of time for a short-term loan, although others—and by the way, if 
I recall correctly, the Federal Reserve Board itself in its bill 3 years 
ago set it at 10 years. I believe Senator Robertson in his bill sets 
it at 10 years. 

I want to emphasize that private banks would carry out the program 
and that it would be operated substantially without the expenditure 
of Government funds. The local bank’s responsibility for 10 percent 
of any loss would encourage the banks to use sound judgment in 
making the loans. An important factor for small banks is that the 
insurance program would provide a spreading of rusk which would 
approach the diversification achieved only by the larger banis. 

The second credit requirement of small business is long-term equity 
capital. Small business traditionally has found its equity capital 
in the personal savings of the proprietor, his friends, and his family 
According to a study made by the Department of Commerce covering 
businesses started between January 1945 and September 1947, 65 
percent of all of the original capital for starting new firms came from 
the personal savings of the owner, while another 11 percent was 
accounted for by loans from friends and family. But high personal 
income taxes have tended to dry up this source. For the growth of 
established small businesses, the greatest single source of funds has 
been the plowing back of earnings into the business. 

This is a natural procedure, but present high levels of taxation, 
especially the excess-profits tax, mean that the smaller firm without 
a consistent earning record in the past is able to save little for capital 
expenditures after meeting its tax obligations. With taxes denying 
small business its two traditional sources of capital, where does small 


business turn? The commercial banks are limited in the amount of 
money they can lend and the terms under which they can make such 
loans. 


The money market is usually too costly on issues under a million 
dollars. I would like to call to the committee’s attention the reports 
of the Securities and Exchange Commission which indicate that the 
percentage costs of floatation for issues under a million dollars is as 
much as 9 times that of issues over a million dollars, running as 
high as 29 percent of the proceeds. 

Finally, the insurance companies, despite their great amounts of 
investable funds, have not been a great source of aid. In 1948 the 
17 largest insurance companies in the country, with assets in excess 
of $42 billion, made only 3 loans to businesses with assets under 
$500,000. Briefly, the solution proposed by my second bill, 5. 1913, 
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would provide for the organization of national investment companies 
under the supervision of the Federal Reserve Board to encourage the 
flow of private equity capital to small businesses. 

In order to get the investment companies started, Reserve banks 
would be authorized to invest in stock of the companies, but would be 
required to sell this stock just as soon as any bank or any other pur- 
chaser could be found. 

I want to emphasize that the capital of the investment companies 
would be put up originally by the Federal Reserve. It would re- 
quire no appropriation by the Congress. These investment com- 
panies would be authorized to provide credit and capital by making 
loans to, or acquiring stocks or bonds of, small-business enterprises. 
The maximum loan to any single company would be a million dollars. 

Again I may say, Mr. Chairman, that that is an arbitrary figure 
that I inserted, feeling that that probably was a reasonable ceiling. 

This would help close the financing gap that I have discussed. The 
investment company would work in nas cooperation with banks and 
other financial institutions in the region it serves. It could often 
participate jointly with local banks in financing businesses with good 
earning prospects, in cases where lending policies prohibited banks from 
providing all the funds required, or where the business needed more 
equity capital which banks could not legally provide. 

This legislation has been drafted with a view toward maximum 
private participation and the minimum of Government participation. 
[t is anticipated that the Reserve bank’s equity in the regional capital 
banks would be sold to private investors. A primary provision of this 
bill is to have these private investment companies owned ultimately 
by private interests. 

This is certainly not a new proposal. The Committee for Economic 
Development recommended it in 1948. The Federal Reserve Board 
endorsed such a proposal in testimony before this committee in 1950. 
Many outstanding business organizations, such as the Small Business 
Association of New England, and the Smaller Business of America, 
are currently urgifg enactment of legislation that would permit the 
creation of the so-called capital banks. 

Two of my colleagues, Senator Douglas and Senator Flanders, have 
introduced S. 1907 that is identical in large part with this measure. 
In addition, this proposal has had a practical test in the operations of 
J. H. Whitney & Co. and the American Research & Development 
Corp. There may be others, but those two particularly have been 
called to my attention. In fact, I believe the Chairman of the Federal 
Reserve Board gave those as two examples when he testified in behalf 
of this measure or one similar to it in 1950. 

I hope that the two bills that I have introduced will assist this 
committee in developing legislation that will meet the credit needs of 
small business. ye 

Mr. Chairman, at this point let me say that in presenting” these 
bills, and in presenting my statement in behalf of them, I do not intend 
to say that the Reconstruction Finance Corporation ought to be 
abolished. I think, however, all of us are looking for some alternative 
plan in the event it is abolished. My own personal view is, based 
upon the testimony of witnesses before us, since there is only one func- 
tion of the RFC that is believed necessary of abolition at this time, 
that is, the so-called Business Loans Division, that the agency could 
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be reorganized or reconstituted in such a way as to go on and do the 


job that we want done. 


But if it is abolished, certainly something must be done to take care 
of the various functions, and particularly the one in which I am inter- 
ested right now, and that is the loans to small business. I am sorry 
that I was not here yesterday to hear Senator Thye testify on the 
bill that he has introduced, the Small Business Administration. By 
and large, I think that is a good measure. It seems to me that some- 
thing ane that line, certainly if the RFC is abolished, should be 
organized. 

I do not intend my bills to be in contradiction with that setup. Asa 
matter of fact, the loan plan which I propose under 5. 1912 could very 
well handle the great majority of the loans that SBA would make. 
So far as that is concerned, if it is decided by the committee that the 
Federal Reserve Board ought not to have this additional function 
which it asked for on two different occasions previously, then this same 
provision could be incorporated in any power that is given to the SBA 
to handle small-business loans. I do believe that it is a plan that 
brings the local private banks into the picture. That is the first bill, 
the short-term loans. 

So far as the capital bank provision, the second bill, S. 1913, is 
concerned, that does not conflict with either the RFC operation or 
the SBA plan. I feel confident that eventually, just as I understood 
Chairman Martin, of the Federal Reserve Board, to incidate in his 
testimony, we will come to some such plan as that. 

I believe that it would be extremely helpful if we could work out 
legislation that would provide a source for capital loans along the line 
that I have suggested. 

The CHAIRMAN. Let me see if I can sum up your position briefly. 

You are recommending an insurance type of organization. 

Senator SPARKMAN. For the short or intermediate loans. 

The CHarrMaAN. To insure marginal loans made by banks up to 90 
percent? 

Senator SPARKMAN. Yes. Ido not like to use the word “‘marginal,”’ 
because I think that indicates that perhaps they might not be a good 
risk. This would insure all small-business loans that they were 
willing to make. 

The CHarrMAN. Let us go back and start over again. It would 
be an agency that would insure all loans up to X amount, and you 
have suggested $250,000, the loans to be made by the local banks. 
They would service and pass upon the loans. The agency would 
not be called upon to invest any money and only when the loan 

became delinquent or sour or was uncollectible would this agency 
at that time step in and reimburse the bank up to 90 percent? 

Senator SPARKMAN. Out of a reserve fund created by a 1-percent 
premium charged on the loan, an insurance premium, 

The CuarrmMan. The Federal Government would put in X amount 
of money to start the corporation? 

Senator SPARKMAN. You are getting over into the second measure 
now. ‘The first measure would. be borne by the insurance on the 


loans. 
The CuarrMan. You would have to have some capital to start it, 


would you not? 
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Senator Bennerr. Senator, the bill calls for a $10 million original! 
appropri. ition. 

Senator SPARKMAN. Are you looking at S. 1912? 

Senator BENNerT. Yes. 

Senator SPARKMAN. That is correct, that would be to get it started 
In other words, a reserve would be set up initially and that reserve 
would be paid down by the 1%4-percent premium. 

The Cuarrman. Would your plan ultimately be that when the fund 
was sufficient the $10 million be repaid to the Treasury? 

Senator SPARKMAN. I assume that would be done. May I say that 
it is virtually the same plan as title I insurance under FHA and the 
bill is practically identical with the bill that the Federal Reserve Board 
submitted to this committee a few years ago. The only difference is 
that I have made a few changes which I thought were nec essary to 
bring it up to date. 

The Cuarrman. Your plan does not call for any direct lending on the 
part of the Federal Government? 

Senator SPARKMAN. None whatsoever. 

The CuatrrMan. It is strictly a 100-percent insurance bill. In other 
words, it is a corporation where oe can go and for 14-percent fees 
on the loans that they make they can insure their loans up to 90 
percent. 

Senator SparKMAN. That is correct. 

The Caatrman. And your second bill is an investment bill. 

Senator Sparkman. That bill relates to equity capital. That is 
one of the hardest proble ms confronting small business, the obtaining 
of equity capital. The study made by the Securities and Exe hange 
Commission a few years ago was very interesting. As I pointed out, 
they reached the conclusion that the dividing line was $1 million, that 
a company wanting to borrow less than a million dollars simply could 
not afford to go into the money market and issue securities. The 
cost was prohibitive. My recollection is they said the average cost 
was 17 percent. As I pointed out here, it would run up to as high a cost 
as 29 percent, according to their study. 

By the way, the Federal Reserve Board likewise advocated this 
kind of program in their testimony before us in 1950, and if I under- 
stood Mr. Martin correctly the other day, he said that he was of the 
opinion that eventually we would have to come to some such plan. 

The Cuarrman. Is it your thought that if we had this insurance 
agency and this investment agency, which we will call them for lack 
of a better name at the moment, that then we could eliminate the 
RFC and eliminate any direct loaning on the part of the Federal 
Government? 

Senator SpaRKMAN. Not entirely. As all of the witnesses who 
testified the other day, Mr. Martin and Mr. Cravens, and I believe 
Mr. Burgess, too, said, there still would be some direct loans. They 
said it was almost impossible to get away, certainly during a period 
of stress like this, from some direct lending. You remember I asked 
a question if they meant by that that in some of the smaller towns, 
rural areas or more or less remote areas, the banks would be limited 
in the amount that they would lend. They said that would be true, 
and furthermore that in some cases the banks just perhaps would 
not care to go into this type of lending. I believe Mr. Cravens 
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estimated that about 10 percent of the loans would not eventually 
be covered by either of these measures and that there would have to 
be that much direct lending. 

Senator Bennerr. Then, Senator, you bills, if adopted, would 
provide added Government organizations? 

Senator SPARKMAN. No; as a matter of fact, | think the second one 
contemplates getting out of the Government completely on equity 
loans. The first one, while it does have that element of some agency 
of the Government administering the insurance fund, would leave 
all of the lending to the private banks. 

Senator Bennerr. I am still confused. I would think offhand that 
if your two bills were adopted there would be nothing left for RFC 
to do for small business. 

Senator SpaARKMAN. At first I thought that would be true. Were 
you here when Mr. Cravens testified? 

Senator Bennerr. He was not testifying in the face of an under- 
standing of your bills. 

Senator SpARKMAN. Yes, I believe he was. 1 think both Senator 
Robertson and I, and perhaps Senator Frear, questioned him on the 
matter of insured loans. He said that if we had this kind of a pro- 
cram, probably 10 percent still would not be covered.- As I said i 
the beginning before you came in, probably, the insurance bill, the 
first one, if the Federal Reserve Board did not want to administer it, 
could be a plan that the SBA could use to cover if there is to be a 
margin of 10 percent that they cannot touch. They could cover 90 
percent of their loans this way without the Government having to 
put a dollar into it. 

Senator Bennetr. We are now reaching a point where in order to 
eliminate one agency we are setting up possibly two others and then 
deciding we want to keep that original agency or a reasonable fac- 
simile thereof. I had hoped you would say these bills represent a 
new approach to the problem which would completely replace direct 
Government lending. 

Senator SpARKMAN. They would represent a new approach, and 
they would go a long way toward eliminating ae lending. I hope 
you will go back and read the testimony of Mr. Cravens when Senator 
Robertson, and I believe Senator Frear, and | ‘al questioned him on 
that. The insurance proposal, S. 1912, is not an agency. It is a 
plan. It could be administered by the RFC if that agency is con- 
tinued. It could be administered by the SBA. I put it in the 
Federal Reserve because 3 years ago that is where the Federal Reserve 
put it. Now they say they had rather not administer it. If they 
do not want to administer it, there is no reason in the world why 
could not be a plan administered as a part of the SBA. 

Senator Bennett. If it came into the SBA, if the SBA were set up, 
the SBA has two approaches to the problem. It can insure or it can 
loan directly, which again adds an additional function of Government 
to this problem of small loans instead of reducing the functions or 
increasing them. 

Senator SparKMAN. I do not agree with you. I think as a matter 
of fact this committee could easily write into the law a requirement. 

I am just assuming that we gave this to SBA. There could be a 
requirement that where the SBA could obtain participation by local 
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banks on this insurance basis, they would be required to do so and 
make the direct loans only in those cases that fit whatever formula we 
laid down that could not obtain it this way. 

Senator Bennerr. It seems to me we have set this problem up for 
the borrower. He goes in and wants to make a loan and he is going to 
reject the insured loan because it is going to add 1% percent to his 
interest costs. 

Senator SpARKMAN. He will be required to take it. I am assuming 
that we would require SBA to use this, or certainly that if we had this 
plan and it were administered by the Federal Reserve Board that one of 
our provisions to SBA would be that it could not make a loan to this 
business unless he had been rejected under that. 

Senator Bennerr. Maybe he would like to be rejected on the chance 
that his net interest cost would be lower if he made the loan direct 
from the Government than if he had to have the insurance charged to 
him by the bank. 

Senator SpPARKMAN. We have a requirement now that before the 
direct loan is made he must attempt to obtain it from a local bank. 
The same argument can be used on that. But he is not the one who 
passes on that. 

Senator Benner. We had evidence during the RFC hearings that 
local banks were occasionally very cooperative and would reject a 
man’s application on his request so that he could get into RFC and 
presumably get money at a lower interest rate. think there is a 
conflict there that would make it difficult to establish a program which 
would charge a man a penalty of 1 percent in order to get a loan. 
The pressure would all be to bypass this insurance proposition and 
take these loans directly to the agency that would presumably make 
them at a lower rate. If the agency charged the same rate for a 
direct loan as the man would be expected to pay when he made the 
loan from a private lender, which rate would then include the 1% 
percent, then you have not got any 11 percent premium for insurance. 
You are just simply taking part of the interest and applying it against 
the insurance. 

The Cuarrman. Of course, the law could be passed—I am not saying 
it should—requiring that even on a direct loan he would still have to 
pay 1% percent into this insurance fund, the Federal Government 
being the lender and getting the benefit of the insurance. 

Senator SPARKMAN. I am sure it is a detail that could be worked 
out. 

The CHarrMan. In other words, the Federal Government could 
participate in this insurance fund if it made a direct loan just the 
same as a little bank. 

Senator SparRKMAN. In 1950 the Federal Reserve Board recom- 
mended this plan even with the RFC in existence. 

The CuarrMan. Are there any other questions? 

Senator SparKMAN. Mr. Chairman, I have a little more to add. 
I want to make it clear that I do not think these two measures would 
solve all of the problems of small business. Small business has a lot 
of problems, and I want to touch on another phase very briefly. 

Senator Busu. Mr. Chairman, before the Senator leaves that point 
on this insurance, could I just ask one question? 

Senator SPARKMAN, Yes. 
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Senator Busu. This insurance presumably can be taken out by any 
bank or lender who is willing to lend money for 5 years; is that right? 
He could take out an insurance policy to protect him against loss of 
loans of this nature. Js that the way you envisage it? 

Senator SparkMAN. I do not think there is any insurance policy. 

Senator Bus. It says a premium. 

Senator SpARKMAN. Yes, a premium is collected which goes into 
the reserve fund. The Senator is familiar, I am pretty sure, with 
the working of title lof FHA. This is the same plan that has worked 
so well in title I housing. 

Senator Busn. Which is the insurance plan. 

Senator SpARKMAN. All right. 

Senator Busn. I did not mean to make a point about the policy. 

Senator SpARKMAN. That is correct, he would pay. 

Senator Bus. There is nothing compulsory about any bank taking 
this insurance. 

Senator SpARKMAN. Not at all. 

Senator Busn. Anybody can take it, but nobody need take it; is 
that right? 

Senator SPARKMAN. You are talking about banks? 

Senator Bus. Yes. 

Senator SPARKMAN. Sure, if the bank wants to make the loan on 
its own responsibility it can do it. 

As a matter of fact, if the bank will make its loan on its own re- 
sponsibility, the lender has no business coming to the Government 
for a loan. 

Senator Busn. That is right. Is this something that one would 
take out in connection with each particular loan that is made, this 
insurance? 

Senator SPARKMAN. The premium would be paid oo each loan. 

Senator Busu. There is nothing annual about it, no general par- 
ticipation, but it is o) the per each basis? 

Senator SparKMAN. If you go to the bank and make a loan for a 
hundred thousand dollars, 1% percent of that is taken for the insurance 
reserve to help spread the risk. So far as the detailed workings of it 
are concerned, I would like to refer the Senator to title I, FHA plan, 
because it is identical. So far as the rate of interest is concerned, let 
me say very frankly it has always impressed me as being a little high, 
the 1% percent. It is much higher than we charge on the FHA loans. 
| think we charge three-quarters of 1 percent. 

Senator Bennett. The risk is much greater. 

Senator SPARKMAN. That may be true. As I said before you came 
in, Senator Bush, the 1% percent was the rate that the Federal Reserve 
Board placed in the bill which it submitted to this committee 3 years 
ago and asked us to adopt. This is identical with that, with a few 
changes that I have made to bring it up to date. 

Senator Busu. With their bill? 

Senator SPARKMAN. Yes. 

Senator Bennett. Senator, FHA can foreclose on the specific 
properties on which it loans money. The properties there can be 
recaptured if necessary. I have been in the paint business. You can 
get a title [loan to paint your house. You cannot scrape the paint off 
and recover it. That is completely gone. You are really gambling 
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on the ability of the individual to pay the obligation with no chance of 


recovery. 

Senator SPARKMAN. That is title 1? 

Senator Bennerr. That is title I, so the rate must be higher. 

Senator SPARKMAN. But title 1 of FHA is only three-fourths of | 
percent. This is 1% percent. I said this rate struck me as being 
high, comparing it with the title I, FHA, rate, but this is the rate th: 
Board recommended. 

Senator Bennerr, | understood you to sav this was the title I rate 

Senator SPARKMAN. No; if I recall correctly that rate is only 
three-quarters of 1 percent. 

Mr. Chairman, it seems to me that at least three things are needed 
to insure healthy and yigorous small business, a condition necessary) 
to a strong and effective free enterprise system. One is a tax revision 
program that would be particularly helpful to small business. I am 
well aware of our present needs for revenue. I recognize the desires 
we all share to balance the budget of the Federal Government. None- 
theless, I feel that the Senate must give serious thought to the long- 
range ramifications of our present tax laws to determine if we cannot 
obtain the same income with a lesser threat to our economic system. 
If such an alternative is not possible, perhaps we will decide that a 
small sacrifice in revenue receipts will be a bargain price premium 
payment on our full employment insurance policy. 

I do not feel that over the long run any business, large or small, will 
escape the stultifving effects of ‘the current high tax levies, but pres- 
ently it is the small and particularly the young business, the new 
businesses, that are mosi seriously impeded in their efforts to survive 
and grow, with extremely low or even no past earnings to serve as a 
buffer against the onslaughts of the excess profits tax in particular 
These firms now have little or no chance to become strong. Relief 
can be given by increasing the exemption on the excess profits tax 
from the present figure of $25,000, increasing the surtax exemption, 
eliminating corporate taxes on the first $10,000, and I hope that as 
revenue needs may make possible we can carry that on up, perhaps 
to a hundred thousand dollars of dividends distributed to stockholders, 
giving business firms the choice of a more rapid tax writeoff than 
presently allowed, and by giving tax credit up to specific amounts on 
funds plowed back into business. I believe most of these have been 
mentioned in testimony before us. I was glad to hear Senator Bush, 
I think it was, ask the Secretary of the Treasury the other day, or 
perhaps it was Mr. Burgess, about the possibility of a speedier depre 
ciation or amortization of new property. 

I believed for a long, long time that it would be a source of great 
revenue to the Government if a plan could be worked out whereb) 
companies would be able, within reasonable limitations, to select their 
own rate of depreciation. I realize that that cannot be done equitably 
with an excess-profits tax in operation, but someday the excess-proflits 
tax will die. ‘The sooner the better. After that happens, I think we 
ought to contend for a voluntary plan of depreciation within certain 
reasonable limitations. I realize, Mr. Chairman, that these are prob- 
lems that will be before the Finance Committee and not before this 
committee, but 1 do believe that in studying the overall problems o! 
small business we ought to give concern to them. Ali or any of these 
several ways of tax relief would enable small businesses to save funds 
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for ope ration and expansion needs and would give encouragement and 
make it possible for them to hold on to their businesses. 

| hope that Congress will, as soon as possible, give serious considera- 
tion, and in fact I hope that they will adopt these proposals. 

Mr. Chairman, I am really rehashing a statement that I made on 
the Senate floor some couple of months ago, but I think it is well for 
us to keep these things in mind as we study the problems of small 
business. 

Those recommendations that I have just made, coupled with the 
twosbill plan which I believe would be a forward step in getting the 
Government out of the lending business, certainly so far as the field 
of small business is concerned, would be a very fine field for us to 
work on. 

The CuatrmMan. Thank you very much. 

If there are no questions, you will have an opportunity to be heard 
many times in the future. 

Senator Busu. Could I ask the Senator one question? 

The Senator certainly should not answer this if he is not prepared 
to or does not wish to. I have forgotten whether you were here when 
Senator Byrd testified yesterday. His recommendation was that if 
you are going to use the private banking system—and it is desirable 
to do so in connection with any special legislation of this kind—the 
Government interest in it should be on a basis of participation. In 
other words, the Government will go along through some established 
agency, the Federal Reserve Board, or whatever, with the private 
banks. 

Senator SpaARKMAN. In other words, the bank would become the 
guarantor instead of the Federal Government? 

Senator Busu. No. Let us take a loan of $200,000 and the bank is 
not big enough to handle it, but they think it is a good loan, and they 
are willing to risk $50,000. Now where is the other $125,000 coming 
from? That is where the Government comes into small business. As 
long as you have a private bank that is going to do it, then if it is too 
big for them the Government will come in and fill it out. That rather 
impressed me as being a very sound approach, and I wondered whether 
you had figured that way in your consideration of this matter. 

Senator SPARKMAN. Yes; and as a matter of fact, under the RFC 
policy at the present time only in rare instances will a loan be made, as 
I understand it, where there is not local bank participation. The 
RFC has always, if my understanding is correct, required that local 
participation be as heavy as it can be. 

Mr. Cravens the other day went over his eight point program, the 
new policy, and if you remember he placed great emphasis on that 
requirement. My understanding is that in the SBA there would be 
bank participation. My plan of the insured loan not only requires 
participation, but, as a matter of fact, it requires the bank to use the 
privilege of making the entire loan if it wishes, or a group of banks 
might make the entire loan, and have the protection in the form of an 
insurance reserve. 

I say my plan. This is really not my plan because there are at 
least three similar bills pending before this committee now, and all 
three of them had their origin in a very strong case that the Federal 
Reserve presented to us on two previous occasions. 
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Senator Busu. But this Government does put the Government 
wholly at risk for 90 percent. 

Senator SpARKMAN. Yes, but based upon an insurance reserve 
that I certainly think would be adequate, and the Federal Reserve 
Board said they felt it would be adequate. 

Senator Busu. The insurance reserve being built up by these 
premiums? 

Senator SPARKMAN. That is correct. 

Senator Busn. And the premiums would accumulate and go into 
a general pot and finally you would have some cushion there? ° 

Senator SparKMANn. That is correct. 

Senator Frear. Mr. Chairman, to reply to Senator Bush, I think 
there are private funds available now to take care of the problem 
that you mentioned of participating in loans with the banks that 
they do business with in large cities. 

Senator Busu. That is true. I thought of that when I made 
that statement. You might go to Chicago for it if you were down 
in Illinois. But it is not so easy for the fellow in Chicago to see 
that picture in the small town in Illinois. He does not see that the 
way the local banker does. He may have a high respect for the 
local banker, too, but the local banker may want him to take two- 
thirds of the loan. 

Senator Frear. They are always anxious to have correspondent 
accounts. 

Senator Busn. They love to have the deposits from the southern 
Illinois banker, but they are not so crazy about taking on his loans. 

Senator Frear. I can understand that they might have some 
hesitation about that. 

Senator Busn. I do not know why I picked Illinois, Senator. 

Senator Dove.as. You are exactly right, Senator Bush. 

Senator SpaRKMAN. Thank you. 

The Cuarrman. Our next witness will be Mr. William F. Kelly of 
the American Bankers Association. 

Senator Frear. Mr. Chairman, may I be permitted to put a 
statement in at some appropriate place in the record? 

The Cuarrman. Without objection, a statement by Senator Frear 
will be placed in the record at this point. 

(The statement referred to is as follows:) 


STATEMENT OF J. ALLEN FReAR, JR., A Unirrep States SENATOR FROM THE 
StaTe OF DELAWARE, ON 8. 1771 

S. 1771 is my attempt to encourage the formation of private corporations to 
aid small-business concerns. When operating, such a program should make it 
possible to dispense with the direct use of Federal funds for this purpose. At 
the same time, however, small business would still, have a place to obtain funds 
for business purposes, since, to obtain the benefit of Federal borrowing when 
needed, the corporation would have to conduct its operations in such a manner 
as to provide bona fide aid to small business. 

Obviously, in preparing legislation to carry out these principles, many dif- 
ferent provisions must be considered. I have incorporated in 8, 1771 a combina- 
tion of provisions which should afford an adequate sounding board for hearings 
on this general problem. 

In this field, I found it necessary to weigh the factors which, consistent with 
the publie interest, would interest private capital to enter this program. It 
seems to me that experience over the past several years indicates that one of the 
important roadblocks in the way of more loans to small business has been the 
statutory restrictions placed upon our usual lending institutions. From every 
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standpoint, many of these institutions would be willing to lend money to small- 
business concerns, but are prevented by laws limiting the maturity of loans which 
can be made by such institutions. Other barriers restrict the area in which such 
institutions can lend money. If legislation were in force which could overcome 
these obstacles without endangering the security of funds deposited in these 
lending institutions, small business would have access to much more financial 
aid than it could otherwise obtain. 

It is my thought that if we make it possible, first, to create small-business 
investment and insurance corporations under regular State laws, and, second, to 
permit our usual lending institutions, among others, to invest in such corpora- 
tions, we would provide a new source of financial aid for small business. I want 
to emphasize that these corporations would be formed under State laws, not 
Federal 

I was presented with the problem of deciding what features the bill should 
contain to make it attractive to private capital. The main feature of the bill 
a provision which allows these new corporations to borrow from the United States 
lreasury, but only when actually necessary to meet outstanding commitments 
of the corporation. This is very similar to the borrowing power now given by 
aw to the Federal Deposit Insurance Corporation. This arrangement gives the 
Corporation financial strength without requiring the actual use of any Federal 
funds except in cases of emergency. 

While assuring corporations the right to borrow Treasury funds when needed, 
the terms of the borrowing are set by the Secretary of the Treasury. Interest on 

borrowing is at a rate which will equal the rate the Treasury must pay to 
get the money. 

The normal funds used by the corporation will all be private funds, not tax- 
payers’ money. One drawback of the Reconstruction Finanee Corporation loans 
is that RFC uses Treasury money to make the loans 

For purposes of receiving views in hearings on the bill, I have provided exemp- 
tion from Federal income taxes for 10 percent of the earnings of these corpora- 
tions from small-business operations. 

The bill would also let banks and businesses invest in stock or securities of the 
corporations and would make their securities lawful investments for Federal 
funds available for investment. 

Operations of the corporations would he exempt from antitrust restrictions 
after approval by the Attorney General and the Chairman of the Federal Trade 
Commission. 

If the Secretary of the Treasury approves, the corporations could issue Govern- 





ment-guaranteed bonds. This again would place only a contingent liability, not 
an immediate one, on the Federal Treasury. Federal funds would be calle d on 
only if principal or interest on these bonds were not paid off at maturity by the 


corporation itself. 

An overall limit is place on the obligations of each corporation. Since bonds 
issued would constitute part of those obligations, the corporation’s lending 
authority would be diminished by the amount of bonds issued. Therefore, the 
corporation is not likely to ask the Secretary of the Treasury for permission to 
issue Government-guaranteed bonds unless they have an actual need for the bond 
proceeds. 

Overall obligations of the corporation cannot exceed twice its paid-in capital 
and surplus. These limits have been fixed in order to give investors in securities 
of the corporation some assurance of the corporation’s financial soundness. As 
it cannot incur obligations of more than twice its paid-in capital and surplus, the 
investor knows the corporation can borrow from the Treasury an amount equal 
to its paid in capital and surplus. This gives the corporation assurance of a large 
amount of working capital if needed to work out of any repayment difficulties it 
may encounter in its loans to small business. 

As I have said, my main effort has been to provide a source of financial and 
technical aid for small business without requiring a large Government agency 
using taxpayers’ money to do the job. S. 1771 represents my efforts to get 
legislation along this line. I welcome comments on this bill. 

In trying to safeguard the solvency of the corporations, however, one encounters 
the problem of allowing them to lend enough money or insure enough loans to 
make sufficient profit. Banks and similar institutions have access to use of 
depositor’s money as a source of loans. Insurance companies have the use of 
premiums collected from policyholders. The corporations contemplated by 8. 
1771 would not have any similar large fund of other people’s money to use in 
making loans or providing insurance. 
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If the present provisions of the bill are considered to be too restrictive on 
ability of the corporations to realize profit from their operations, appropriate 
amendments can be made by increasing the aggregate permissible amount of each 
corporation’s obligations with relation to its paid-in capital and surplus. The 
present limit of twice such paid-in capital and surplus laid down by the bill 
might be increased to as much as five times the paid-in capital and surplus. Some 
amendment along this line would undoubtedly prove advisable if this limitation 
is made to apply not only to the corporation’s obligations, as provided now in th 
bill, but is also made to apply to the corporation’s total lending, insuring, and 
guaranteeing powers. Broader authority in this field could be given each cor- 
poration by expressing the limitation in terms of its capital and surplus instead 
of its paid-in capital and surplus. 


Amendments such as this may be kept in mind in considering 8. 1771. But 
they must be considered in the light of the other desirable objective of preventing 
any of the corporations from becoming a drain on the Federal Treasury. The 


Export-Import Bank of Washington is presently limited by statute as to its out- 
standing loans and guarantees in relation to its authorized capital stock. This 
limit is presently 4% times its authorized capital stock of $1 billion. However, its 
capital stock is subscribed by the United States Treasury. The corporations in 
S. 1771 would sell their stock to private persons and corporations, rather than have 
the Federal Treasury subscribe its stock. 

A clarifying amendment is required in section 5 (d) of the bill. The words 
“one seller or borrower” should be stricken from lines 1 and 2 on page 5 and the 
words ‘‘person so guaranteed or insured’? should be substituted in lieu thereof 
Chis will make it clear that section 5 (d) places a 15 percent loss limit on the 
portfolio of any one lender which the Corporation insures or guarantees. This 
figure compares with a top loss limit of 10 percent on the portfolio insurance 
provided for FHA housing mortgages under title I of the National Housing Act, as 
amended. 

Obviously loans by corporations to small business may carry a higher interest 
rate than the normal rate where the risk requires it. Naturally the top limit on 
interest rates so charged would be governed by State law under the bill as it now 
stands 

Once Ceveloped and operating, these State-chartered corporations should 
provide an ample source of loans to small business without requiring any large 
operating Federal agency such as the Reconstruction Finance Corporation. 

Should it be decided that small-business needs access to equity capital in 
addition to a source for borrowing, it would be possible to amend section 5 of this 
bill by a provision permitting corporations under 8. 1771 to invest in capital 
stock (preferred or common) of such small-business concerns. 

Thus, this basic approach lends itself to reshaping through specific amendments 
in order to meet thie financial needs of small business for borrowing sources and 
equity capital. These results can be achieved without direct use of Federal 
funds if the mechanisms provided in S. 1771 are followed. 

I urge careful consideration of this approach to the problem of aiding small 
business. 


The Cuarrman. Unfortunately I will have to leave shortly, but I 
will be back within 15 or 20 minutes, and I will ask Senator Bennett 
to preside while I am gone. 

Mr. Kelly, suppose you proceed in your own way. 


STATEMENT OF WILLIAM F. KELLY, THE AMERICAN BANKERS 
ASSOCIATION 


M1. Ketiy. My name is William F. Kelly. I am executive vice 
president of the Pennsylvania Co. for Banking and Trusts of Phila- 
delphia, Pa., and chairman of the Small Business Credit Commission 
of the American Bankers Association. 

[ am making this statement on behalf of the association in connec- 
tion with the several bills which are now being considered by this 
committee. I have a statement here, and I believe that all the mem- 
bers of the committee have a copy. In order to conserve your time, 
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I will not read all of it. I will try to hit the high spots, which I 
think will reflect our opinions, 

Our association long has had a profound appree lation of the problems 
of small-business concerns and the important role they play in our 
free enterprise system. It is recognized that if this Nation is to main- 
tain a dynamic, strong economy, then there must be a favorable 
atmosphere in which small business can develop and prosper so as to 

take care of the increasing needs of a constantly expanding population 
odd industry. It should be mentioned that the great majority of 
banks are themselves small business. Because of their size approxi- 
mately 12,000 of the 15,000 banks in this country ean make loans only 
to small business. 

As evidence of its interest, in April 1944, the American Bankers 
Association established a Small Business Credit Commission designed 
to promote the interests of small business. The efforts of this com- 
mission were of a twofold nature. First, it was the commussion’s 
objective to see that bank eredit would be made available to every 
competent person, firm, or corporation in the United States needing 
credit for a constructive purpose. 

In order to carry out this objective, the larger banks were encour- 
aged to, and did, revitalize their correspondent bank relationship so 
as to give greater assistance to the smaller banks in negotiating and 
servicing of difficult loans especially to small business and in sharing 
in those loans with the local bank. This share-the-loan policy proved 
very effective. 

During the past 9 years loans in the United States have increased 
from $25.4 billion to $75.4 billion. The most recent survey cover- 
ing the subject of loans. to small business made by the Board 
of Governors of the Federal Reserve System disclosed that 9 out of 
10 loans held by banks at that time were to concerns with assets of 
$250,000 or less, and 2 out of 3 loans were to concerns with assets of 
less than $50,000. 

Three out of four of the loans to small business concerns were for 
amounts less than $5,000, and only one out of 20 of the loans was in 
excess of $25,000. This indicates that banks generally are dependent 
on the loans of small business. It is reasonable to assume that their 
efforts to serve small business have been effective. 

Senator Doveras. Mr. Kelly, do you have any figures on the per- 
centage of all bank loans to the amount of bank loans made to these 
concerns? These are figures which you give on the percentage of 
the loans. What I wanted to get at was the percentage of the 
amounts. 

Mr. Keury. Of the dollar loans? I don’t have that, Senator, but 
obviously the percentage would be somewhat different because of the 
effect that your $3 and $4 and $10 million credits would have. 

Senator Dovetas. When was this survey accomplished? 

Mr. Keuuy. I believe it was published in the last 5 or 6 years 
[t is available at the Federal Reserve Board. 

Second, it was the obje etive of the Small Business Cre dit Commis- 
sion to carry on a program of education for small business concerns. 
This was accomplished by giving them advice and counsel in con- 
nection with their operations and providing them with financial and 
other information as well as special courses.on managerial subjects 
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which would help them to improve their management and to chart 
intelligently their future business course. 

Incidentally, I think most bankers who have had any experience 
in lending money have found that a great many small businesses 
have failed largely because of too free a use of credit, not only bank 
credit, but also trade credit. 

As you can appreciate, this is an important program, particularly 
when the paramount underlying cause for the failure of about 88 
percent of business concerns, according to recent studies made by 
Dun & Bradstreet, Inc., is incompetency, that is, poor management. 
A number of the universities and colleges have worked jointly with 
us on the special courses helping the small businessman to better 
understand such fundamental subjects as accounting, merchandising, 
insurance, taxation, and so forth. This is a type of program that the 
Department of Commerce through a small business administration 
section might well afford to cosponsor. 

About 1 month ago, a program that was sponsored by a bankers 
association in Pennsylvania was conducted by Temple University. 
It was attended by upward of 200 small-business men and was highly 
successful. I think it illustrated the need for that type of help on 
the part of not only the banks, but also on the part of the Department 
of Commerce and other Government agencies. 

Senator Frear. May I ask a question? 

Senator Bennett. Senator Frear. 

Senator Frear. Is that true generally of the banking profession? 
Are they attempting to educate the small-business man in any manner 
similar to what you said? 

Mr. Ketry. That is not isolated. That is the fifth program to my 
knowledge of that sort that has been conducted within the past 2 years 
under the sponsorship of the Bankers Association. 

Senator Frear. The Bankers Association apparently feel it is 
beneficial, then, 

Mr. Ketiy. We do indeed. 

Senator Frear. Do they intend to expand such a program? 

Mr. Keiiy. Temple University intends to make the program a 
continuing proposition. They propose to start another one in the 
fall. A similar program was conducted about a year ago under the 
sponsorship of the Georgia Bankers Association and the Citizens 
Southern Bank of Atlanta. 

Senator Frear. Is this going to be a university project or a project 
of the bankers? Did the bankers initiate it and feel as though when 
they get the field covered they will drop out and let the universities 
continue? 

Mr. Ketiy. I would say not, Senator. At the moment it is a joint 
project of the Association of Business Universities and Colleges 
and the American Bankers Association. 

Senator Frear. That is pretty general. 

Mr. Ketry. That is correct 

Senator Frear. Thank you. 

Mr. Kexuiy. Through the years, the American Bankers Association 
has consistently opposed the power of the Government and any 
of its agencies to make direct loans or to guarantee or insure business 
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loans made by private financial institutions. At its convention in 
1947, it resolved: 

Loans and loan guaranties by governmental and semigovernmental agencies 
are in reality subsidies favoring certain groups of borrowers. They impose a 
further burden on the taxpayers at a time when the Government’s budget must 
be drastically reduced and they encourage unsound and inflationary lending. 

[ would like to call your attention to the fact that the American 
Bankers Association is not alone in its opposition to Government 
lending. ‘Two well known national small-business associations also 
have opposed it. 

The Conference of American Small Business Organizations, at its 
14th national session, March 23, 24, and 25, 1953, resolved, among 
other things: 

We do not believe that small business, because it is small, should be subsidized 
by the taxpayer directly or indirectly, or financed by public funds * * *., 

The Small Business Organization recommended that any govern- 
mental administration for small business 
should not lend the taxpayers’ money to any concern which is not sufficiently 
worthy to justify a loan through normal banking facilities, unless for definite 
lefense items and then only when such items cannot be otherwise produced. 

Senator Busu. May I ask the witness whether this small-business 
organization is pretty authoritative? Do they really represent small 
business that we hear so much about, or not? I do not know. 

Mr. Keuty. Senator, on the one that I have quoted, the Conference 
of American Small Business Organizations, I am not familiar with the 
national organization, but I know that one of their component units 
is the United Businessmen’s Association of Philadelphia. I am ac- 
quainted with some of their officers, and I happen to be familiar with 
their views on this subject. It appears to be in accord with the 
national association. 

Senator Busu. Do you know if there are any other associations, or 
are these two the principal ones? 

Mr. Keuiy. That I do not know. 

Senator Busu. Thank you. 

Senator SparKMAN. If I may, at that point, I will say there are 
literally dozens of small-business organizations. 

Senator Busu. With membership all over the country? 

Senator SpARKMAN. I suppose they all aspire to national member- 
ship. They do not all have it. Then there are some that are regional. 
For instance, the New England Small Business Association does not 
attempt to expand beyond New England. 

Mr. Ketuy. I understand that these are 2 of the 3 or 4 largest, 
Senator. That has been the result of our investigation. 

The National Small Business Men’s Association, Inc., at its 15th 
national convention, May 4, 1953, stated that: 

Granting or guaranteeing of loans by the Federal Government, except in a 
national emergency, are opposed. 

The American Bankers Association is fundamentally opposed to 
Government lending directly or indirectly for the following reasons: 

1. Lending by Government agencies or the Government guarantee- 
ing or insuring of loans to private business is not a proper governmental 
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function (unless in times of great national emergency) for the reasons 
that the funds to be employed are raised by the taxation of all the 
citizens and used for the benefit of a selective group. 

2. Such Government financing is conducive to the making of 
loans in many cases to poorly managed or marginal concerns which, 
as a result, are kept alive in unfair competition with other well- 
managed and soundly financed small-business concerns. 

At this point, | would like to say something about the insuring of 
loans. I think most bankers who have had any considerable lending 
experience will agree with me that the existence of an insurance reserve 
on loans is conducive to the actual change in the lending function. | 
think instead of a lending function you immediately have an under- 
writing function similar to an imsurance company, because your 
problem is to make loans so that the losses on those loans w ill fall 
within the insurance bracket that is created. I feel, furthermore, 
that the existence of an insurance program will encourage a certain 
number of banks to insure loans through that agency that they 
otherwise would make without the insurance and which they are 
undoubtedly today making without the insurance. 

The existence in the Government of such financing authority 
places the Government in the position of being able to dictate to 
whom capital or credit is to be extended, for what amount, and for 
what purposes. It could be used for political purposes rather than 
for the best interests of the public. 

4. Such financing authority vests in governmental agencies too 
much power which can be used unwisely as was demonstrated in the 
investigation of the RFC by your committee. 

5. Most governmental agencies of this kind do not pay their own 
way. The expenses of processing a loan by the Government is ex- 
tremely costly. In the testimony on the RFC a few years ago, it was 
pointed out that that agency could not break even on a loan of less than 
$75,000. This certainly does not represent typical lending to small- 
ee concerns, 

)}. The banks of this country have demonstrated clearly their readi- 
ness and ability to supply the justifiable credit needs of industry and 
commerce, small as well as large 

At this time I would like to direct my remarks specifically to the 
bills now under consideration by this committee My comments are 
intended to supplement the basic philosophy of our association with 
respect to the Federal Government undertaking any business, directly 
or indirectly, in competition with private business, or to the subsidiz- 
ing of any one group at the expense of the taxpayers generally. It is 
particularly important that the Government does not become volved 
when a determined effort is being made to economize and to eliminate 
unneeded activities. 

S. 1523 is a bill to create a Small Business Administration. This new 
agency would be substituted for the Small Defense Plants Administra- 
tion. It provides the Small Business Administration with much the 
same authority as is contained in House bill H. R. 5141. 

We would be in favor of restoring to the Department of Commerce 
some of the functions which it previously performed for small business 
before the advent of the Small Defense Plants Administration, and of 
giving the Department more definite responsibilities and authority. 
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To have an independent agency for a particular segment of business 
seems unnecessary and wasteful. 

In effect, Congress would be creating a number of Departments of 
Commerce, one to look after the interests of big business, another to 
treat with the problems of small business. It might establish still 
another to deal with the problems of small manufacturers. Some- 
where along the line there would have to be a coordination of the ob- 
jectives of the several Departments of Commerce. 

There is no reason to believe that a single overall Department of 
Commerce is not capable of handling any conflicting interests of the 
various types of business concerns on a statesmanlike impartial basis 
and for the best interest of the public. 

To add statute to the section of the Department of Commerce to 
be charged with the responsibility of looking after the interests of 
small business, there should be in charge an official of the Department 
of Commerce of sufficiently high-policy level to enable him to secure 
the cooperation and coordination of other govermental agencies. 

S. 1523 attempts to deseribe or set up criteria for defining a small- 
business concern. In part, it reads ‘‘A small-business concern shall 
be deemed to be one which is independently owned and operated and 
which is not dominant in its field of operation.’’ This definition is 
too loosely stated and too wide open to interpretation. Under this 
description, it would be possible to consider the Studebaker Manu- 
facturing Co. and the Hudson Motor Car Co. as small business, since 
in the field of their operation, the automobile industry, they are small 
in relation to General Motors and Chrysler Corp., despite the fact 
that each of the two companies employ several thousand employees 
aud have assets running into millions of dollars. 

Any corporation whose stock is widely owned by many shareholders 
does not seem to represent small business. A small borgniaen should 
be defined as one which is closely owned by individuals in a local 
community. 

The definition given in S. 1523 should be tied up with the lending 
powers contained therein. For lending purposes as would seem 
desirable to consider whether or not a concern is small by the amount 
of its net tangible worth. Incidentally, this was not included in the 
bill as one of the criteria for defining a small business. 

From the standpoint of financial worth, it is interesting to refer 
to a study made in 1944 by Dun «& Bradstreet, Inc. It classified 
all active commercial and industrial firms listed by it according to 
tangible net worth. This revealed that 90.3 percent of the firms had 
tangible net worth of $20,000 or less, 98.7 percent had tangible net 
worth of less than $200,000. 

These figures represent a more realistic conception of small-business 
concerns. It is hard to believe that some of the extremely large loans 
which have been made in the past by existing and previous govern- 
mental agencies, actually were loans to small business. 

S. 1523 provides for a revolving fund not to exceed $150 million 
outstanding at any one time, $100 million of which can be used for 
loan purposes. H. R. 5141 uses $250 milliou and $150 million, 
respectively. These funds would be available to Small Business 
Administration without cost. For several years Congress has at- 
tempted to get governmental agencies lending money to compensate 
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the Treasury for the use of Government funds. The RFC, for 
example, finally was directed to pay interest on Government funds 
used, at a rate based upon the current average rate of outstanding 
marketable obligations of the United States. 

This bill would create an agency exempt from taxes, using Govern- 
ment funds without cost at a time when the Government now is paying 
over 2 percent for its shortest term funds. 

5. 1523 provides for this agency to enter into contracts with other 
agencies of the United States Government, obligating it to furnish 
articles, equipment, supplies, or materials to the Government, and to 
arrange for the performance of the same. This would permit this 
Government agency to engage in business in direct competition with 
private industry. It could well lead to the Government operation of 
plants producing an unlimited variety of items in competition with 
established industry. 

5. 1523 would create a new permanent agency of the Government 
at a time when efforts are being made to reduce the expenses of the 
Government. Before considering the establishment of a new agency, 
it would seem desirable to wait until final determination is made as to 
what is to be done with the RFC and SDPA. 

This new agency would require the building of a new organization, 
the expense of recruiting and training competent help in various sec- 
tions of the country, and the determination of many other organiza- 
tional problems before the agency could be of any value. The pro- 
posed new agency would not produce any economy. 

It is felt that the other functions proposed for the Small Business 
Administration could be placed more properly within the Department 
of Commerce rather than in a new permanent independent agency. 
In the long run such an arrangement would be more economical, par- 
ticularly as the field offices and the Washington office of the Depart- 
ment of Commerce would be geared to handle the problems of all types 
of business. 

S. 892 is a bill to dissolve the RFC and transfer certain of its func- 
tions relating to the national defense to other agencies of ‘the Govern- 
ment. ‘The association has repeatedly expressed itself in favor of such 
action. 

5. 1559 is a bill to amend 13b of the Federal Reserve Act by giving 
to the Federal Reserve System broader lending powers. The authority 
presently vested in the Federal Reserve System, although limited to 
working capital loans, has been little used. The outstandings only 
amounted to $4,054,000 on February 28, 1953. 

5. 1771 is a bill to authorize the creation of small business insurance 
and investment corporations. 

We are not in favor of the Government subsidizing privately owned 
investment corporations, either through direct loans or by guarantee- 
ing their obligations and giving them special tax benefits, regardless 
of the purpose for which such corporations might be organized. It 
established a bad precedent and launches the Government in part- 
nership with private business concerns. 

5. 1907 is a bill to establish corporations to assist financial institu- 
tions in making credit available to commercial and industrial enter- 
prises, and to provide capital for such enterprises. 

This bill goes beyond others which have been mentioned, in that it 
would supply equity capital not only to the regional corporations but 
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also to the small-business concerns seeking help from such regional 
corporations. We are firm in our belief that no Government agency 
should enter into partnership with any private enterprise. 

This is not a function either of the banking system or of the Govern- 
ment. Private enterprise must look to the conventional sources, such 
as personal savings, retained earnings, funds supplied by private 
investors, and institutions created for that purpose, such as industrial 
foundation organizations, investment companies, life-insurance com- 
panies, trusts and endowment funds, and other organizations such as 
the Developme nt Credit Corporation of Maine, which is being dupli- 
cated in other States. 

This legislation would place the Government in the position of 
being able to dictate the policies of any business enterprise as a result 
of its stock ownership. 

S. 1913 is a bill also to make capital more readily available for 
financing small business. In principle this bill is similar to S. 1907 and 
the same objections would obtain. 

S. 1912 is a bill which would authorize the Board of Governors to 
insure those making loans to small business against 90 percent of the 
unpaid balance of any loan. 

The Government guaranteeing or insuring of loans to small business 
made by private lenders is unsound. It paves the way for loose 
lending. The effect is to substitute insurance for the credit judgment 
of skilled lenders. 

In your study of the various bills, it is our hope that you will give 
careful consideration to the points I have attempted to present. “We 
believe that there is no need for any governmental agency at this 
time to make loans, directly or indirectly, or to guarantee or insure 
such loans to small-business concerns. We are not in a depression. 
On the contrary, business is running at high levels and shows no sign 
of abatement. 

It seems almost incredible that we should be talking about Govern- 
ment credit needs of small business under the present healty business 
conditions. The banks of this country are ready, willing, and able 
to take care of the worthy credit needs of small business concerns. 
We strongly feel that under no circumstances should the Government, 
directly or indirectly, enter into partnership with business concerns 
of any size by virtue of an equity interest, or engage in the under- 
writing and sale of the securities of small business concerns. 

Also, we further believe that any agency set up to give assistance 
(not financial) to small business ‘should ‘be established within the 
Department of Commerce and not as an independent agency, so that 
it can make use of the facilities of the Department, both in Washington 
and in the field at a savings to the American taxpayer. This would be 
in the interests of economy and would conform with the program of 
the administration to economize and to preserve the free enterprise 
system. 

We believe that instead of financial assistance as proposed in the 
various bills, there is needed suitable tax legislation which would 
permit small enterprises to retain a larger share of their earnings, 
and which would give incentive to the private investor to purchase an 
interest in a small business concern. 








296 GOVERNMENT LENDING AGENCIES 


Almost any banker engaged day after day dealing with small busi- 
ness finds that these problems are the most serious he is confronted 
with. 

We therefore urge that this committee give consideration only to 
those provisions in the described bills which will help small business 
by improving its management and opportunities to succeed, and 
climinate from any final legislation recommended any provision relat- 
ing to the supplying of equity capital or credit, directly or indirectly, 

Senator Bennett. Senator Bush? 

Senator Busu. On page 8 you speak about amending the Federal 
Reserve Act, giving the Federal Reserve System broader lending 
powers under S. 1559. i 

What is your feeling about the Federal Reserve banks making direct 
loans? 

Mr. Ke tty. I don’t think they should, Senator. I don’t think 
that is their function, and I believe that certain members of the 
Federal Reserve Board and certain executives of the Federal Reserve 
banks have felt the same way. 

Senator Busu. Is it not your feeling that the whole conception of 
the Federal Reserve bank is a central bank? It has obligations to 
the money markets and the security markets which make it incon- 
sistent with lending money to small enterprises, no matter if they are 
good credit risks. 

Mr. Ketuy. We feel that way, Senator. In addition to that, 
I think the experience of the Federal Reserve banks under se¢tion 
13b would tend to support it. There have been relatively few loans 
made. The banks are not staffed to do the job. Furthermore, | 
don’t think the objectives of the Federal Reserve banks and the 
objectives of the Board are such as would be conducive to a sound 
lending operation. 

Senator Busn. If the Federal Reserve banks became more aggres- 
sive lenders, do you not think it would be objected to by the mem- 
bers of the Federal Reserve System and other banks? 

Mr. Ketry. It would, indeed. 

Senator Bennett. Senator Payne, do you have any questions? 

Senator Payne. When you mentioned about the Government 
getting out of the lending business completely, what suggestion 
would you have in connection with so-called disaster loans? 

Mr. Ketuiy. Well, I feel, Senator, that I have covered that under 
the general emergency provision. I feel that there is a function for 
the RFC or for a similar agency under emergency conditions, either 
of a temporary or semipermanent nature. I feel furthermore that 
from our examination of the operations of the RFC that a great deal 
of the income from RFC has resulted from their defense loans, from 
their commodity operations, and their operations in the purchasing 
and sale of materials. A further examination of the operations of 
RFC would show that they have operated at a substantial loss in 
making the types of loans that are contemplated by the various bills 
before the committee 

Senator Payne. But you do think that disaster loans have a proper 
place in the Government? 

Mr. Keuxy. I do; yes, sir. 

Senator Bennetr. Senator Frear? 
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Senator Frear. Can you conceive of a worthy credit risk being 
inable to get credit? 

Mr. Keuriy. Certainly I can, Senator. You cannot run any kind 

lending operation without finding some disappointed borrowers. 
think any bank that is functioning properly or adequately is bound 
to make some mistakes. But I don’t believe, and certainly my 
own experience has been such that I have no reason to believe, that 
they represent anything except a small minority. 

Senator Frear. I admit that it is probably small, but in an area or 
locality where the bank is limited in the size of the loan it can make 
and has its resources well invested at a high rate of interest, and where 
a person may want a loan that is within the limits of the bank, but 
the funds are not available, they can go to.the correspondent bank. 
As was mentioned here earlier, the ¢ orresponde nt bank may not be too 
anxious because they don’t want to get out in the country or a rural 
area to place their money if the local bank is not a participant. 

I have had called to my attention on occasions similar to that 
where everybody in town said the fellow was a good risk, but he was 
unable to get capital through any private channel. 

Mr. Keutiy. I would say, speaking generally, that the banking 
business is a highly competitive business. For instance, the State of 
Pennsylvania has more private banks than any other State in the 
Union. We have over 1,200 of them. Many of our towns in Penn- 
sylvania have anywhere from 2 to 6 banks. f 

As to the correspondent end of it, granted there may be some cir- 
cumstances under which your correspondent bank might not want to 
get down into that town in southern Illinois that we were talking 
about and make the loan. However, you know that there are half a 
dozen large city correspondent banks going after the business of that 
small country correspondent. Unless the city correspondent does a 
job for him and the credit needs of his customers, they are not going to 
have that account very long. I think it is that competition, not only 
at the local level, but also at the city level, which actually performs 
the function we are talking about here of doing a credit job. 

Senator Frear. You do admit, or I think you have already said in 
your statement, that even a small business should have adequate 
equity capital. The size does not deprive it of its interest in wanting 
equity capital. 

Mr. Keuty. I don’t dispute that. I do feel, as | mentioned in my 
testimony, that certainly some reform on taxes or some change in the 
depreciation schedules should be most helpful. 

Senator Frear. I think that is a point well taken. At one time, of 
course, the DuPont Co. was small business. 

Mr. Ketuy. Most of our big corporations were small at one time, 
but they were fortunate enough in those days to be able to hang on to 
enough of their profits to get big. 

Senator Bennett. Mr. Kelly, several of these bills propose a new 
area of banking, what we might call equity capital banking, long-term 
banking. 

Do you feel that there is a vacancy in our banking system, or a 
void, and that would be improved if the laws could be changed to 
make it possible on a private basis for bankers to provide equity 
capital on long term? 
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Mr. Key. First of all, it is not the function of commercial banks 
to provide long-term equity capital. It certainly is not included 
within the permissive regulations of any of our supervisory authorities 
I feel that the supplying of equity capital in business and what. has 
built American business over the years has been through the accumu 
lation of earnings, by the savings of our people, and by the investment 
of venture capital, either in the form of stock purchases or in the form 
of partnerships. 

I believe, further, that what has halted that progress of smal! 
business again has been the tax policy of our Government, which 
first of all has prevented the small businesses from growing out of 
earnings, and secondly, has discouraged the investment of venture 
capital in small business, 

Senator Bennerr. You do not feel, then, that there are an) 
circumstances under which long-term equity loans would be desirable 
or that it would be wise to change the banking laws and provide for 
that kind of banking or for banks to serve that area? 

Mr. Keuiy. I don’t think it should be provided within the 
commercial banking system, and I don’t think, further, it should be 
provided within government. I think that what they have done in 
Maine, for instance, through cooperative effort and what has been 
done by a number of private corporations has filled a very real need. 
I believe that that should be encouraged as much as_ possible 
Speaking entirely as a businessman rather than as a banker, I am 
fearful of the effects of the precedent that could be created by the 
Government entering into partnership with private corporations to 
provide equity capital. 

In essence, that is my interpretation of the several bills on that 
subject now before the committee. 

Senator Brennerr. Then you do not consider that these private 
institutions that have developed in Maine and Massachusetts are 
banks? You consider that they are investing corporations? 

Mr. Ketuy. They are investing corporations. They are not com- 
mercial banks in the strict sense of the word. 

Senator Payne, Although they operate on the same basis as a bank. 

Mr. Ketty. That is correct. 

Senator Bennett. I have a problem in which I am deeply involved 
personally. Ours is a family business. There is no stock held in our 
corporation outside of the jamily. I do not suppose we can survive 

the death of 3 or 4 members of the family without either dissipating 
our ownership of that business and making it a public corporation or 
presumably being able to go somewhere on a loan basis to tide us over 
that situation. We would be unable to expand. I recognize the 
tax situation is a problem with us as with every other business. 

But one of the real problems in American today is the opportunity 
for a privately, closely held company, a family business, if you please 
to maintain its identity in the face of the present situation. I have 
often felt that if there were an agency which would provide equity 
capital on a loan basis rather than on an investment basis it might be 
possible for this type of business to survive and it might be possible 
for more of them to start. But all the pressure today is against the 
individual or the family Lusiness. When the business gets to a point 
where it either wants to expand or it has to bridge a crisis such as 
is involved in the death of 1 or 2 of the members of the small group 
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it is difficult. I had hoped that eventually there would be some kind 
of banking institution which would provide for that contingency. 
[| agree that commercial banks cannot provide for it. We do not want 
to solve our problem by destroying our ownership. 

Mr. Keutiy. A great deal of that has been accomplished through 
estate planning and by the purchase of insurance. Your problem is 
sir ilar to a great many others, where the passing down of your busi- 
ness to your children, or to other members of your company is com- 
plicated by the inheritance tax obligations of your estate. 

Again we bump into the tax problem in the operations of the trust 
departments which are maintained by a number of commercial 
banks or where estate planning departments are trying to work along 
with small business because we recognive that is a very real problem. 

Senator Bennerr. Leaving that aside, the papers here in the last 
— of days have been carrying the story of the purchase of two 

Washington’s biggest hotels. A closely held business cannot ex- 
ae that way. There is no place that it can go to get long-term 
money when an opportunity presents itself. That is another handi- 

cap. I have no further questions, but at this point I should like to 
put into the record some figures which bear on the question that you 
were asked at the beginning of your testimony regarding numbers 
and percentages of small business loans. 

The report of the Federal Reserve System, the last one the staff 
of the committee can find, covered November 1945 to November 1946. 
The member banks of the Federal Reserve System during that year 
reported that they made 115,700 loans of less than $100,000, for a 
total of $699 rmillion, or approximately $7,000 average per loan. 

At the end of that year, on November 30, 1946, the total outstanding 
loans of » enber banks included 514,000 loans to small business for a 
total of $2.9 billion. 

You testified, as I remember it, that at approximately that time 
the total bank loans in the United States were $25.4 billion, so in 
number the loans to small business represented 75 percent of the 
number of loans outstanding at that time. In percentage they repre- 
sented about 12 percent, $2.9 billion. 

It has been very interesting to me. There was testimony given 
before this committee that in the year 1952 the RFC made 476 loans 
of less than $1,000. In the record that we have closest to this report 
of the Federal Reserve Board, which was the year 1946, RFC on its 
small loan participation program, in the first 6 months of 1947, 
made 1,639 small loans. 

So from a rate of 1,600 in 6 months, RFC has dropped to 476 im 12 
months. Unfortunately we do not have a record of the total number 
of outstanding small loans of that size made by the private banking 
system. ‘l'aking the figure of 514,000 loans in 1946, and comparing 


that with the current figure of 476 loans made by RFC, you realize 


that when we talk about preserving that needed service to small 
business we have come to the point of diminishing returns. We have 
come to the point of de minimis. The thing just falls of its own 
weight. 

I wanted to get those figures into the record as we study this 
questio 1 of the actual necessity for a Government agency to make 
loans to small business. 

83869—53——20 
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In the whole 13 years preceding 1947, RFC made only 26,000 loans 
to small business, while the private banking system was making 
115,000 loans per year back at that point. Apparently as the pros- 
perity of the country has improved the need for RF( * participation in 
the small-loan field has dropped to the point now where it re presents 
about two loans a day. 

Senator Frear. May I ask just one more brief question? 

First, | am mighty happy to hear the Senator from Utah talk about 
our increased prosperity in the last 20 years. 

My one question is, what is your opinion of the Federal Land Bank 
System? 

Mr. Keury. I am sorry, I am not at all familiar with it, Senator. 

Senator Frear. What I am trying to bring out is, in view of your 
testimony on private capital, do you think the agricultural industry 
of this country could have been served during a time of depression by 
the commercial banks? Do you think it was necessary that the 
Federal Government step in? 

Mr. Keuiy. I would feel qualified to comment on HOLC, and | 
think approximately the same theory is involved. I think at that 
time we certainly had an emergency in the sense that all through the 
country due to unemployment and other economic factors people 
were losing their homes, and they found it impossible to keep up their 
payments on their homes. 

There is no doubt at all that the HOLC at that time performed a 
function that could not have been performed certainly by any private 
agency. 

Senator Frear. Then at the time HOLC was formed, you saw the 
need for it and would not have objected to it? } 

Mr. Keutuy. That is correct. I think I admitted, too, that the 
RFC has performed functions that were indispensable as well. 

Senator Frear. Thank you. 

Senator Bennerr. But you do not feel that in times like this there 
is a very great need. 

Mr. Keruxy. No, I think there is a very great difference between 
conditions today and when the HOLC was formed. 

Senator Bennerr. Do you think the banking system is better pre- 
pared today to cope with a problem of that type than it was in 1932? 

Mr. Keuty. I do indeed, but primarily due to the change within the 
banking industry itself. As we have all seen over the past 15 to 20 
years, banking has found it necessary and desirable to get into so- 
called public banking where we are dealing directly with the individual 
wage earner in installment credit. The commercial banking system 
today holds more outstanding installment credit than any other agen- 
cies in the field. I think the deve ‘lopment of their installment credit 
facility has encouraged banks to use the same techniques in the appli- 
cation of loans to small business. I know our own bank has developed 
a small business term loan plan where we will loan money up to 5 
years to small businesses for working capital purposes. 

That was inaugurated in 1950, and we are making in the neighbor- 
hood of 4,500 to 5,000 loans per year to small business, averaging 
$3,500 a piece. 

Senator Benner. In other words, vou are making 10 times as 
many loans as the RFC? 

Mr. Ketiy. That is correct. 
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Senator Busu. In one bank. 

Senator Bennett. In one bank in Philadelphia. 

Mr. Ketry. For the National City Bank of New York, you could 
take our figures and multiply it by five on a population basis. 

The Bank of America in California has deve loped loans to small 
business and they have advertised them very effectively over the past 
6 or 7 years. The banks are not only in this business, but as I men- 
tioned before the competition in the commercial banking business is 
such that you either get into this kind of business or else. If you don’t 
make loans to small business, you won’t make loans, period. 

Senator Busu. Mr. Chairman. 

Senator Bennett. Senator Bush. 

Senator Busu. Do you find much complaint by small business that 
vou come in contact with through your bank that they cannot get 
credit when they feel they should have credit? Does it seem to be an 
issue around Philadelphia? 

Mr. Keury. It is not with us. We approve in the neighborhood 
of 92 to 93 percent of the applications that we get for these small 
business term loans. As I mentioned before, if you are going to do 
any kind of a sane lending job, you have got to have some disappointed 
borrowers. But the number is so small that I am just not at all 
impressed with the need. 

Senator Bennertr. Are there any other questions? 

Senator Frear. Mr. Chairman, | hate to be bringing these things 
up, but I would just like to read something from some of the preced- 
ing hearings before this committee, and I would like to get Mr. Kelly 
to comment on it. 

Mr. Brynldssen is the Administrator or Acting Administrator of 
the SDPA, and this colloquy is between the chairman of this committe 
and Mr. Brynildssen. 

Senator Busu. When was this, Senator? 

Senator Frear. May 22, last Friday. The chairman was ques- 
tioning Mr. Brynildssen: 


Would you give any thought to a corporation or an agency or system whereby 
the Government could start an agency or a system to be taken over later by pri 
vate capital such as the Federal Deposit Insurance Corporation or FHA, whereby 
that agency would guarantee marginal loans to banks? 


Mr. Brynildssen replied: 

I diseussed that with officials of the American Bankers Association and was 
discouraged from going any further with it because I was told that we would not 
get the support of the banks in that program. 

The CuHaiRMAN. Would not get the support of the banks? 

Mr. BRYNILDSSEN. Yes, sir, would not get the support of the banks in that 
program 

The CuHarrRMan. If there are any representatives of the American Bankers 
Association here, we will be asking them a lot of questions on this subject next 
Tuesday, so maybe they would like to get prepared. 

Do you have anything you would like to say? This is Tuesday, 
and you are representing the American Bankers Association. 

Mr. Keuuy. I was vot a party to this discussion, but I heard about 

t, | may add, Senator. Iam not at all surprised that Mr. Brynildssen 
got that reaction, because I think the ABA’s comment was with re- 
spect to the insuring of loans. I don’t agree with the imsurance 
principle. I think most bankers are of that opinion. I think that 
once you have an insurance fund created, as I mentioned before, that 
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you are not exercising a credit function. You are conducting an 
underwriting business, The principle is that the good 1isk will provide 
a fund that will support the poor risk. I don’t think it belongs in the 
commercial banking business. Your FHA title I as has been pointed 
out a rumber of times by Senator Sparkman has been successful, 
The insurance cost has been exceedingly substantial. A great many 
banks in the country for a number of years have been making the same 
kind of loans without the Government insurance and just as profitably 
and just as successfully. Some of us are a bit concerned over what 
may happen to the FHA title I loss experience if we once have a bit of 
an economic setback. 

After all, they have had a pretty nice ride for the better part of 18 
years since they were first started in 1934. 

Senator Frear. We are not anticipating any economic setback, 
are we? 

Mr. Ketuy. We are not; ro, sir. 

Senator Frear. | am sure I don’t know what the chairman had in 
mind when he was going through this colloquy with Mr. Brynildssen. 

Mr. Keuty. I think it was in reference to the objection of the 
American Bankers Association to the theory or philosophy of the 
existence of a Government agency that would insure loans made by 
banks. We do not agree with that principle. 

Senator Frear. In principle, do you agree, as an association, with 
some type of private capital with facilities to make long-term equity 
capital loans that are now prohibited either by Federal or State 
statute? 

Mr. Ketry. I don’t think we have gotten into that discussion, 
but if there are private institutions organized for that purpose and 
if they are not subsidized by the Government, either by being given 
tax benefits or insurance or guaranty support, I would think that 
the banking system would not be opposed to it. 

Senator Frear. If they did get Government guarantee or support, 
you say? 

Mr. Ketity. We would be opposed in that instance. For instance, 
the Development Corp. of Maine, which Senator Payne has referred 
to as a bank, as far as I know was never objected to by private 
banking. 

Senator Frear. But, if they did get capital or were insured or if 
they had any way in which they could draw on the credit of the 
United States Government, you feel that the American Bankers 
Assoviation would object to it in substitution of such a company for 
lending purposes? 

Mr. Ketty. I do, indeed. I think the principle there is dangerous 
and it is a distinctly bad precedent. 

Senator Frear. How is the principle dangerous? Although we are 
not anticipating any economic collapse—and I agree with that and | 
do not think we are either—we did not anticipate any in 1929. It 
came as a tremendous shock in 1929. Had there been some machin- 
ery at that time to lessen the shock, maybe we would have weathered 
1929 in a little better fashion and the depression of the 1930’s would 
not have come about in such a drastic manner. 

I am sure the American Bankers Association do not want to have a 
preventive means, or an insurance, if you want to call it such, in cases 
like that. Or do you? 
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Mr. Keuty. I think to the first part of your question I would say 
this: If I were a taxpayer and I owned a gas station down the street, 
[ think I would object seriously to the Government supporting a 
private corporation that would in turn invest capital for somebody 
else to move across the street in competition with me. That is where 
| object to the principle. I do not think the bankers would be the 
sole objectors, incidentally, to that type of program 

Senator Frear. Are the same things not permitted now in the 
banking fraternity that you are talking about? You have just told 
us that there was quite a lot of competition. 

Mr. Ketry. That is being done by private capital, though, Senator. 
That is not being done with Government money. 

Senator Frear. Then, your answer is basically that the American 
Bankers Association does object to any type of insurance or guaranty 
for small business by the Federal Government? 

Mr. Ketiy. Yes, sir. 

Senator Frear. I think that is a very explicit answer. I do not see 
how we could go wrong on that. 

Senator Payne. I am interested in your answer. If I may, I would 
like to ask if the American Bankers Association takes the same attitude 
with reference to FDIC. 

Mr. Ketiy. FDIC? 

Senator Payne. Federal Deposit Insurance Corporation. 

Mr. Ketuy. Certainly not. I cannot see any relationship between 
the functions of the FDIC and the functions of an agency guaranteeing 
loans. 

Senator Payne. Well, let me put it this way. First, FDIC was put 
into being because of the protective measure that had to be provided, 
or it was felt should be provided, for member banks to insure the depos- 
its of the individuals. Is that right? 

Mr. Keuuy. That is correct. 

Senator Payne. The banks take the individual’s money, which has 
been placed upon deposit to earn interest, and loans that to companies 
or to individuals that the board of directors of the bank determine are 
reasonable risks. Or, you invest in securities or whatever medium 
you feel is proper in order to increase the earnings of your banking in- 
stitution and protect the rights of your individual depositors, and so 
forth. 

We are coming down now to another field, which is just over on the 
other side a bit, which is not within those categories. The bank says, 
“Yes, we are pretty positive that this risk that we are going to take 
with the depositor’s money is going to pay right down through the 
line. We are going over into a field in which there is perhaps a little 
greater risk.” Yet, the principle is that you are using the deposits of 
the individual and making them available in this field and then simply 
saying that because this does not fall in an identical channel they 
should not be insured. 

For instance, you know, as well as I do, that the rate you charge 
on your so-called installment credit is a higher rate of interest, 
basically, than the rate that you get on commercial money. Is that 
not right? 

Mr. Keuiy. Oh, sure. 

Senator Payne. Then, you are merely stepping it over into -a 
phase where you simply say that you are opposed to establishing a 
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rate that would permit the same type of insurance for the depositor 
that you presently have under FDIC. Where is the principal 
difference? That is what I am trying to get through my head. 

Mr. Keuty. I think one of the essential differenc ‘es, Senator, is 
that in any of the operations of a commercial bank we want to 
remember distinctly that the capital and surplus of that private 
institution is at stake first. When the bank is making a loan, they 
are making that loan with a full realization that they are risking their 
capital and their stockholders’ money before any risk is given to 
the depositors’ money. 

Senator Buss. Would it not also hold, Senator Payne, that in the 
case of the FDIC there is nothing discriminatory about it. Ever) 
depositor is insured up to $10,000. There is no discrimination of 
any kind. Under any of these proposed bills, they are hivh! 
discriminatory. 

Senator Payne. Only in the case of those individuals who do not 
come under the normal terms, but who the bank thinks may be 
good risks. They just cannot take them on the basis of their normal 
credit extension and therefore would resort to the opportunity to 
come under an insurance coverage, which would give them the 
protection or the reserve that they feel they should have. 

Senator Busu. You have a question again that goes back to the 
national interest. The FDIC was an outgrowth of panic in which 
depositors all over the country were afraid they were going to lose 
their money. That insurance system was set up in the “national 
interest. Everybody will agree that it is in the national interest. 

Mr. Ketry. I think it was primarily, Senator, a measure designed 
to restore confidence. 

Senator Busx. The lending field is an entirely different proposition. 

Senator Frear. Right along the same line, Mr. Chairman, I think 
all the FHA loans are insured by the Federal Government, and the 
money is made available by a commercial institution. 

Mr. Ketuy. Most of it is by commercial banks. There are a 
number of specialized lending agencies and finance companies active 
in that field. Of course, in title II, which are your mortgage loans, 
I guess the bulk of that is held by insurance companies. 

Senator Frear. But, they are still all insured, following up Senator 
Payne’s remarks. Is that not true? 

Mr. Keuriy. That is correct. 

Senator Bennett. Are there any further questions? 

It is 11:50. The Senate goes into session at 12 o’clock. There 
are still four more witnesses on the list. 

I should like to inquire if Mr. Moore is in the room. 

Mr. Moors. Yes, sir. 

Senator BENNETT. How much time would you expect that your 
testimony would take? 

Mr. Moore. It is about 8 pages that I can read. 

Senator Bennerr. Without interruptions, that is 15 to 20 minutes, 
at least. 

Without objection, I would like to suggest that we recess until 
2 o’clock, and begin with Mr. Moore. The hearings this after- 
noon will be held in room G-16 of the Capitol Building itself. 
That is the hearing room of the Interstate and Foreign Commerce 
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Committee. It is on the gallery floor, on the west side of the Senate 
end. 

(Whereupon, at 11:50 the committee recessed to reconvene at 
2 p. m., the same day, in room G—16, the Capitol.) 


AFTERNOON SESSION 


Senator Bennetr. The committee will come to order. 
Mr. Moore, will you sit down and give your,name to the reporter. 


STATEMENT OF RALPH K. MOORE, BLUE RIDGE 
TRANSPORTATION CO., INC. 


Mr. Moore. My name is Ralph K. Moore. I am president and 
general manager of Blue Ridge Transportation Co., Inc., Knoxville, 
Tenn. My company is a common carrier of gasoline, fuel oils, and 
other liquid petroleum peodue ts, operating 32 “tank-truck units with 
capacities ranging from 3,500 to 4,500 gallons. We now have on our 
payroll 40 e mploy ees, 

We hold authority from the Interstate Commerce Commission to 
serve a number of east Tennessee cities out of Lookout Mountain, 
Ga., and Asheville and Bryson City, N. C., out of Kooxville, Tenn. 
We are also authorized to transport used transformer oil from Oak 
Ridge, Tenn., to Atlanta, Ga. We are certificated by the Railroad 
and Public Utilities Commission of Tennessee to serve intrastate most 
of the industrial towns lying between Nashville, Chattanooga, and 
Knoxville, and all the industrial towns lying east of Knoxville to the 
State boundary lines. 

Located within this territory are many industries vital to the de- 
fense program of this country. We are the only liquid petroleum car- 
rier with authority to serve Oak Ridge, the home of the Atomic Energy 
Commission. John Sevier Yards, one of the most important terminals 
of the Southern Railway, is located just a few miles east of Knoxville, 
and is served daily by my company. We deliver to the Aluminum 
Company of America, in Alcoa. We serve many Tennessee Valley 
Authority dams. Highway commissions and school boards utilize 
our services. We deliver to most of the bulk-gasoline plants through- 
out east Tennessee. 

I feel that it would be a waste of time to list the multitude of indi- 
vidual plants contributing directly or indirectly to the defense « iin 
My purpose is to show that we are domiciled in the midst of a vast 
industrial community, and that the service we supply is essenti: a not 
only to the efficiency of its productive units but to the health and well- 
being of all its inhabitants. 

My reason for appearing before you gentlemen today is to outline 
my company’s experience with the Reconstruction Finance Corpora- 
tion as represented by its Nashville, Tenn., loan agency. We have 
received loans totaling $138,830. Of this amount, $75,840 has been 
repaid. Interest amounting to $8,567.98 has been paid to date, and 
considerable more interest will be paid before the present loan is liqui- 
dated. I feel that it is necessary to give you an outline of the circum- 
stances that made these loans necessary. I will try to be as brief as 
possible. 
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Control of the corporation passed into my hands in November of 
1947, and it was immediately obvious that outside financial assistance 
must be secured if the company was to survive. Banks and other 
sources of loans and private individuals were contacted without 
success. It was then decided that the Reconstruction Finance 
Corporation would be approached, and application was made with 
the Nashville loan agency. 

Examiners from the RFC immediately began investigations to 
determine the public need for the type of service my company was 
organized to perform. They found that we were rendering a service 
that was indispensable, and that, if my company was forced to 
discontinue operations, other means of distributing gasoline and fuel 
oils would have to be found without delay. Some of the oil companies 
would have been compelled to increase their trucking operations, 
which they definitely did not want to do. 

Others would have employed individual owners of one or two vehicles 
on a contract basis, who would have operated expensively and ineffi- 
ciently and which would have had the final result of increasing the cost 
of petroleum products in my section of the State. It was therefore 
decided that it was in the public interest to assist my company to 
remain in business. 

The next step of the Nashville loan agency’s investigators was to 
recommend, and in fact to make it a condition before they proceeded 
further with the loan application, that the working capital of the 
corporation be increased by the sale of additional stock. Eventually 
a purchaser was found who agreed to purchase shares equal to the 
number held by myself for a sum of money and five tank trailers. 
A situation was thus set up that led eventually to difficulties. 

The RFC examiners then conferred with our creditors and were 
instrumental in effecting arrangements that permitted a settlement at 
less than face value of a part of our liabilities. The earning capacity 
of my company was considered sufficient to pay its remaining obliga- 
tions, repay the contemplated loan to RFC, and improve its financial 
condition. Loan No. 1635, in the amount of $30,000, was therefore 
made on April 28, 1948, and its disbursement was supervised by an 
agent of the Nashville loan agency. 

Affairs progressed smoothly for some months and the future ap- 
peared bright. However, the new stockholder, who owned 50 percent 
of the outstanding stock, attempted to force me to sell my stock to 
him. When I refused, he sought to have a receiver appointed. This 
matter was finally heard in Federal court, and it was held that a 
receiver was not needed. 

Eventually the stockholder decided to sell his stock to the corpora- 
tion, at a premium, and it was found that this necessary purchase 
would so deplete working funds that outside financial help would again 
be necessary. It was again found impossible to interest banks and 
other private lending agencies in making a loan, and the RFC’s 
Nashville loan agency was appealed to once more. 

That office had been kept fully advised of all the details concerning 
the legal battle with the new stockholder and realized that the life 
of the corporation was at stake. They found that the circumstances 
warranted a further loan to my compseny. The balance of the original 
loan, No. 1635, now stood at $15,C00. 
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A new loan, No. 1969, later renumbered 460036, in the amount of 
$49,500, liquidating the balance of $15,000 on the first loan and 
advancing an additional sum of $34,500, was arranged under date of 
August 30, 1949. These funds were also disbursed under the super- 
visiov of the Nashville loan-agency officials. 

This loan was repaid at the rate of $1,000 monthly for the first 12 
months and $1,500 monthly thereafter. It was completely liquidated 
Se ptember 26, 1952. 

<arly in 1951 we were notified that our lease on the premises we 
were using as a garage and termioal building would not be renewed. 
The company owning the building needed it for expansion. We found 
that no building suitable for our requirements, with sufficient ground 
to permit proper parking of our vehicles, was available in the “Knox! 
ville area, either for rent or sale. 

It was then decided that it would be necessary to build. Again 
banks and other private lending agencies would not consider a loan 
for this purpose. Even the Reconstruction Finance Corporation did 
not consider our application favorably. Application was then made 
to the Defense Transport Administration, and eventually the Nash- 
ville loan agency of the RFC was selected to administer the loan. 
This loan, No. 460813, in the amount of $74,330, was made under 
date of January 9, 1952. 

The terminal and garage building, located on Rutledge Pike, Knox- 
ville, Tenn., has been completed and will be sufficient for our needs 
for years to come. The efficiency and economy of our operations 
have been considerably improved, which will eventually result in 
increased earnings and additional taxes for all phases of government. 

I have attempted to give you the more pertinent facts concerning 
the loans my company has received from the Reconstruction Finance 
Corporation. I have tried to show that the financial assistance re- 
quired was unobtainable from any other source. I have explained 
that my company performs a service that is indispensable, and that 
at the time of the first loan from RFC no one else was prepared to 
furnish this service. ; 

| claim—and the facts will bear me out—that, in helping my com- 
pany to survive, the Reconstruction Finance Corporation performed 
a valuable service to the general public. I claim also that, far from 
using the taxpayers’ money to help develop an enterprise individually 
profitable, the money loaned to my company has been an invest- 
ment that will pay dividends many times in excess of the original 
investment. It is not my intention to Senden this statement with 
figures, but I think that you will find the few that follow of interest. 

At the close of our fiscal period, September 30, 1948, the year our 
first loan was obtained from RFC, our total payroll for the year was 
$46,698.10. Our payroll for the fiscal year ended September 30, 1952, 
was $111,090.01, an increase in 4 years of $64,391.91, or, percentage- 
wise, 137.89-percent increase. 

Senator Busy. May I[ ask the gentleman a questioe, Mr. ( ‘hairman? 

Senator Bennett. Certainly. 

Senator Busu. Did the number of employees go up fo that 
time also? 

Mr. Moors. Yes, sir. 


Senator BusH. How much; do you know? 
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Mr. Moore. I don’t have it offhand. 

Senator Busn. Was there a substantial increase in the number of 
employees during that 4-year period? 

Mr. Moors. Yes, sir, there was. 

Senator Busu. How many employees were there on September 30, 
1948, approximately? 

Mr. Moors. Not over 12 at the most. 

Senator Bus. And approximately how many were there 4 years 
later, September 30, 1952? 

Mr. Moorr. About the same as there are now. 

Senator Busnu. And how many are there now? 

Mr. Moors. Around 40. 

Senator Busu. Thank you. 

Mr. Moore. Our total payroll for the period we have had loans 
with RFC amounts to $472,302.46. From these wages we have 
withheld and paid to the Federal Government $30,836.02 to apply 
on individual income taxes, and $7,177.90 in FICA taxes. We have 
paid on corporation earnings $15,976.37. 

There was a deficit in this corporation of between $30,000 and 
$40,000. We absorbed it in this amount of earnings. 

Other Federal, State, and county taxes amount to $205,172.40. 
We make no effort to keep a record of Federal excise taxes paid on 
purchase of parts and equipment, nor of the Tennessee State sales 
tax, but both these items would be considerable. 

Considering only the amounts given above, we have paid in taxes 
during the life of the RFC loans a total of $259,162.69, which is 186.68 
percent of the total amount received in RFC loans. Please bear in 
mind that during the time these taxes were being paid, 54.6 percent 
of the total amount of the RFC loans has been repaid, plus an addi- 
tional amount for interest that equals 6 percent of the total loaned. 

Gentlemen, if we went no further, it seems that here is sufficient 
evidence that the lending activities of the RFC, insofar as my com- 
pany is an example, have been extremely profitable. 

However, I feel that we cannot, in all justice, stop there. We must, 
I think, consider briefly the effect our business has had on allied in- 
dustries. During the life of our RFC loans we have paid for parts 
and supplies $287,113.63; our tire and tube purchases have amounted 
to $159,802.19; for gasoline, diesel fuel, oil, and greace, we have paid 
a total of $221,574.89; insurance expense has been $101,351.20; 
legal and audit fees total $25,697.03; and our telephone and telegraph 
expenses has been $14,697.25. These six items of course do not in- 
clude all expenses, but they alone total $810,236.19, and this amount 
represents income that has been considered in paying taxes to the 
Federal Government. Taxes other than Federal income paid to 
Federal, State, and county out of this sum must be considerable. 

Isn’t it obvious that this volume of business, small as it may seem 
when considered in relation to total volume, has contributed to the 
prosperity of the country as a whole? It should be equally obvious 
that all credit is due the Reconstruction Finance Corporation for 
assisting in the development of a business that can contribute to the 
national prosperity. 

Of course, it can and will be said that private capital would have 
achieved the same result. My answer to that, gentlemen, is that 
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private capital didn’t do it, and very definitely and with all the finality 
in the world, refused to do it. 

Although the condition of my company is much improved since the 
first RFC loan, and its record for paying its obligations is perfect, it 
oe | today be impossible for me te obtain a moderate loan, secured 
by real estate and equipment, from private lending agencies. 

ave been informed that if the RFC is abolished, it is planned to 
replace it with other agencies that will play the same part so far as 
small business is concerned. I confess that I know very little of these 
plans, but my opinion is this: So far as my experience with the RFC 
goes, it has done an excellent job, a commendable job, the job it was 
created to do. Why, then, abloish it, and set up another agency to 
perform the same functions? Gentlemen, to me it doesn’t make sense. 

It has been recently reported that in the interest of efficiency and 
economy the Nashville loan agency of the Reconstruction Finance 
Corporation is to be made a branch of the Atlanta, Ga., regional 
agency. To me the Nashville loan agency is the RFC. I have had 
occasion to visit the offices in the Nashville Trust Building many 
times, and have been impressed with the efficiency of its operation. 
There is an organization to be proud of. I know personally many of 
its 52 employees. I have found them courteous, helpful, and unusually 
competent. 

I have personally been unable to find any basis for the claim of 
efficiency and economy in the contemplated move. The Nashville 
loan agency has outstanding almost twice as many loans as the 
ea agency. All files pertaining to these loans must be transferred 

» Atlanta. All servicing of loans will be done from Atlanta, with an 
added and unnecessary travel and time expense. 

In the 22 years since the Nashville agency was opened, it has made 
3.750 loans, in addition to the thousands of guaranteed mortgages 
it has handled. Statistics will show that it is now oe more 
applications from small businesses than any of the other 28 RFC 
agencies, and that its cost of handling is less than that of any other 
agency. 

Is this consolidation really proposed for reasons of efficiency and 
economy, or is it an important step in the move to curtail the activities 
of the RFC? I think that I speak not only for all the small-business 
men of my State, but for the majority of Tennesseans, when I say 
preserve the Reconstruction Finance Corporation and permit us to 
retain the Nashville loan agency intact. 

Gentlemen, I thank each of you for your kind attention. 

Senator Bennetr. Thank you, Mr. Moore. 

Senator Bush, do you have any questions? 

Do you have any questions, Governor Payne? 

Senator Payne. No, I do not think so. 

Senator Bennert. I have just one comment. 

Do you believe, Mr. Moore, that if the RFC had not loaned you the 
money and your business had unfortunately closed, that there would 
have been no service distributing liquid fuel to the part of Tennessee 
that you serve? 

Mr. Moore. There had been in the past a service to be had. 

Senator Bennerr. Do you not believe that if the service had been 
needed some means would have been found to supply it? I realize 
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I am being hard on you. You have a personal interest in this thing. 
But I cannot believe that if the RFC had not loaned the money to you 
that there would have been no service available to the people who 
needed it in Tennessee. J am very much impressed with the figures 
you gave, 

If your business had been forced to close, similar figures would 
have been shown by this time by other operators. From your point 
of view, I can understand it perfectly, but I cannot accept the basic 
premise that because it kept you in business RFC was in the national 
interest as opposed to others who might have taken your place or 
shared the business. 

I am interested in another set of figures which comes out of your 
last 2 pages. There are 52 employees in the Nashville agency, and in 
22 years they have made 3,750 loans. That is approximately 170 
loans, or approximately 3 loans per year per employee. There is not 
a commercial bank in the United States that could keep open a single 
year on the basis of that kind of overhead. They may have been 
efficient in serving you. They should have been, if they had 52 
people to serve so few loans. 

But one of the problems that we are involved in with RFC is the 
fact that from my point of view, at least, they are tremendously 
overstaffed in terms If the actual work that they do. You can argue 
that RFC has made money over these years. There are two situa- 
tions involved in that. Then you may argue that we should close 
out all the private banking systems and let RFC make all the loans 
because it would then be in a position to make a much greater con- 
tribution to the Government. 

The other position, of course, as was brought out this morning, 
is that the RFC has been engaged in the management of the rubber 
program and the tin program and has had many other opportunities 
to make money apart from the money it makes on its interest. I 
think if you were to cut out all of RFC except the Nashville agency 
and let the Nashville agency stand or fall on the basis of its profit 
on 170 loans a year serviced by 52 people, that it would have a very 
sorry record. I appreciate your coming. I hope you will pardon 
me if I put that point of view in the record. 

Mr. Moore. That is perfectly all right. 

Senator Busa. Mr. Chairman, may I ask a question of the witness? 

You say that you have received loans totaling $138,000 and you 
have paid back $73,000. So you have outstanding about $63,000 
that you are owing them; is that right? 

Mr. Moors. That is right. 

Senator Busu. What was the amount of your original loan in 
1948? 

Mr. Moore. $30,000 was the first loan. 

Senator Busx. But you still owe them $63,000? 

Mr. Moore. Yes, sir. 

Senator Bus. How are you repaying that, in equal monthly 
amounts? 

Mr. Moore. Yes, sir. 

Senator Bus. How much a month do you pay? 

Mr. Moore. $1,200 plus the interest. 

Senator Busx. On that basis, how long do you figure it will take you 
to pay that off? 
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Mr. Moore. Approximately 5 years. 

Senator Busn. You are making enough money now so that that is 
not a very heavy burden to you? 

Mr. Moore. It is not a heavy burden at all now. 

Senator Buse. How much money did you make in the corporation 
in 1952, after paying taxes? 

Mr. Moore. I don’t remember. I don’t have a financial statement 
in my memory offhand to tell you what I mean. 

Senator Busu. Can you give me a round figure? 

Mr. Moore. I couldn’t give you round figures because I don’t 
remember. 

Senator Busu. Well, it is pretty important to know how much 
money you are making, especially to the RFC. They want to know. 

Mr. Moore. They have the statements. They keep close check on 
me. 

Senator Busn. But you did make a profit last year? 

Mr. Moore. Yes, sir. 

Senator Busn. You were able to pay your $14,000 to the RFC 
last year and you still had some money left over after that? 

Mr. Moore. Yes, we have paid all our obligations like they asked 
us to from time to time. 

Senator Busu. Did you have any money left over? 

Mr. Moore. No, we haven’t had any left. We have just been 
able to meet what they set up for us to pay. 

Senator Busnu. Do you understand what I am trying to get at? 
Were you able to meet your obligations to the RFC during the year 
1952, and after doing that, did you still have mone vy left over? 

Mr. Moore. No, we didn’t have any money left over after we 
met the obligations which we were supposed to meet. 

Senator Busn. So it took all the money that you could make in 
the year to pay off the RFC; is that right? 

Mr. Moore. That is right. We have been growing constantly 
and had to buy additional equipment. We had to pay on the RFC 
loan at the same time. It more or less kept me in the middle. Now 
we have got into better shape than we have been since the business 
has been in evistence. 

Senator Busan. What I am trying to get at is, how profitable 
this enterprise is. Can you not give us any idea of that? Just take 
1952. You are running this enterprise. You are the manager of 
it. Ido not see why you cannot give us an estimate of what you made 
in profits last year. You have a lot of accurate figures here running 
into dollars and cents. Most any business manager ought to know. 

Mr. Moore. I think it was $18,000 to $20,000 of clear profit. 

Senator Busu. Before you paid your Federal icome tax? 

Mr. Moore. That was what we paid Federal income tax on. 

Senator Buss. And before you paid the RFC? 

Mr. Moore. Yes. 

Senator Busn. You must have paid the RFC out of the profits. 

Mr. Moore. Yes, sir; that is right. 

Senator Busn. So after you paid the RFC and after you paid the 
Federal income taxes, you did rot have any profits left over then? 

Mr. Moore. That is about what it amounts to. 

Senator Busu. That is all I warted to ask. 

Senator Bennerr. Senator Payne, do you have any questions? 
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Senator Payne. Do you have a new plant now? It is n 
Mr. Moors. Yes, sit; a new terminal. of the V 
Senator Payne. What is that worth at a reasonable figure? part that 
Mr. Moore. Something in excess of a hundred thousand dollars. Durin; 
Senator Payne. The plant? At the e 
Mr. Moore. Yes, sir; the building and the property alone. made it 
Senator Payne. Have you tried to get a private loan? sulted i 
Mr. Moore. Not since I built the building. I got it with DTA the gun 
money. which ¢ 
Senator Bennerr. DTA being Defense Transportation Adminis- 750 men 
tration? contract 
Mr. Moore. That is right. For n 
Senator Bennett. You borrowed through the RFC? foundry 
Mr. Moore. Yes, sir. It was dispensed through the Nashville modern 
agency. The Defense T ransportation Administration i in Washington automo! 
passed a loan and it was placed in RFC for the dispensing of the which h 
money. An 01 
Senator Bennerr. But you have not attempted to find out whether manufa 
on the basis of your present net worth and your present assets it require 
would be possible to replace the RFC loan with a private loan? private! 
Mr. Moorr. No, sir. obtaine 
Senator Payne. Why do you feel that you could not? nooga | 
Mr. Moors. Well, in this type of business, a private bank or any foundry 
private money feels like this type of business is too risky for them. Whe! 
Senator Bennerr. Do you mean to say that all petroleum carriers beginni 
are financed by RFC? Sena 
Mr. Moore. No, I wouldn’t think so. Does 
Senator Bennett. So they think your business is too risky for in the | 
them, but that is not necessarily true of all licensed and certificated Mr. 
petroleum carriers? up to % 
Mr. Moore. I know a lot of them have Government money. Sena 
Senator Payne. You have made no approach to a bank recently? Mr. 
Mr. Moore. Every approach I ever made I have been turned The be 
down on. I haven’t tried in the last few months. I haven’t tried it loans. 
since I got this last loan. in the 
Senator Bennett. When was that? Sent 
Mr. Moore. There is a date in there. It was approximately Jan- amour 
uary, I believe, 1952, when I got the money. Mr. 
Senator Bennett. We should not prod you any further, I think, were § 

Mr. Moore. from 
Are there any other questions? loan i 
Thank you very much. The 
We will hear the next witness, Mr. Gordon P. Street, president of canno 
the Wheland Co. of Chattanooga, Tenn. Ordna 
in the 

STATEMENT OF GORDON P, STREET, PRESIDENT, THE WHELAND cated 
CO., CHATTANOOGA, TENN. create 

with 

Mr. Srreer. Mr. Chairman, after preparing this, I find this com- and | 
mittee is quite further advanced in their hearings than my statement. sizes. 
I hope you will pardon it. If there are any questions, I will be glad Army 
to answer. An 
First I want to thank the honorable members of this committee for of th 
the privilege of appearing before you and discussing my experiences nance 


with the Reconstruction Finance Corporation. 





rs. 


DTA 


nis 


ville 
ston 
the 


ther 


ts it 


any) 
n. 
ers 


for 
ited 


tly? 
ned 
d it 


an- 


nk, 


of 


ND 


m- 
nt 
ad 


GOVERNMENT LENDING AGENCIES 313 


It is my intention to give a factual case history of the experiences 
of the Wheland Co. of Chattanooga, Tenn., with the RFC and the 
part that RFC has played in the growth and progress of this company 

During World War II, the Wheland Co. made cannon for the Army 
At the end of the war the ordnance contracts were terminated. This 
made it necessary to sharply reduce the Wheland staff. It also re- 
sulted in Wheland having large vacant buildings which had housed 
the gun plant. The company immediately sought civilian products 
which could utilize these buildings and furnish employment to the 
750 men thrown out of work by the termination of Wheland’s ordnance 
contracts, 

For many years, the Wheland Co. operation had included a small 
foundry. A plan was developed for Wheland to build and operate a 
modern large-scale production foundry to produce castings for the 
automotive trade. This production foundry fitted into the buildings 
which had housed Wheland’s gun plant. 

An original 4-year contract was negotiated with a large automobile 
manufacturer. Though this was a thoroughly practical enterprise, it 
required substantial financing. Every effort was made to finance it 
privately. ‘This proved impossible until a loan of $2,250,000 was 
obtained from RFC. A group of eight banks, headed by a Chatta- 
nooga bank, participated in this loan with RFC and the production 
foundry was built. 

Wheland’s production foundry was a successful operation from its 
beginning in 1947. 

Senator Bennerr. May I interrupt you at this point? 

Does your testimony tell us to what extent the RFC participated 
in the two-and-a-quarter-million-dollar loan? 

Mr. Srreer. The banks, as I recall, Mr. Chairman, participated 
up to 20 percent. 

Senator Bennett. The RFC took 80 percent? 

Mr. Street. That is right. No money was advanced by the RFC 
The banks put the money up. I differentiate between the types of 
loans. The banks put the money up but had to call on the RFC 
in the event the loan went sour. 

Senator Bennerr. They guaranteed 80 percent of it is what it 
amounted to. You may proceed. 

Mr. Srreet. By December 29, 1949, operations of the company 
were sufficiently favorable to permit the company to obtain funds 
from private sources and pay off the unpaid balance of its RFC 
loan in its entirety. 

The Wheland Co.’s exceptionally good record on the production of 
cannon during World War II, led to several discussions with Army 
Ordnance with regard to long-term plans for an ordnance facility 
in the Chattanooga area. The Army’s dispersal policy clearly indi- 
cated the need for an arsenal in the South. The Korea emergency 
created an immediate need for this ordnance facility. In accordance 
with a letter of intent, the company immediately purchased a site 
and built an ordnance plant capable of producing cannon in many 
sizes. This new plant cut its first chips on a cannon 9 months after 
Army Ordnance gave Wheland the letter of intent. 

An undertaking of this size was far beyond the financial resources 
of the Wheland Co. Every effort was made to finance this new ord- 
nance plant through private sources. The uncertainties of the emer- 
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gency requirements made the proposal unattractive and private financ- 
ing was not available. A loan from RFC was obtained on July 16, 
1951. REC loans totaling $4,250,000 permitted us to build the new 
ordnance plant. I do not know of any other way that this ordnance 
plant could have been financed except through RFC. 

Senator Bennerr. May I interrupt you at this point? 

Was this a V-loan guaranteed by the Department of Defense, or 
was it a straight RFC loan? 

Mr. Srreer. Our bid to the Army Ordnance stated that money 
would have to be forthcoming under section 302 of the Defense Pro- 
duction Act. We were the first people who tried to negotiate and 
work such a loan. We worked in cooperation with the private banks 
on the thing. We had a number of conferences here in Washington. 
In the meantime, we were spending our own money building the plant 
and trying to get it ready for the emergency that then existed. It 
finally came about after one meeting up here. I asked the Army Ord- 
nance if it would be possible for us to go on to the RFC and talk to 
them. At that time we then took two banks in with us to obtain a 
loan, and the RFC’s plan of working with the banks had then changed. 
They required a larger participation then than they had formerly and 
the local banks were not able to go in to the extent that they wanted 
them to. So a direct loan was made with the RFC. 

Senator Bennerr. You say you do not know of any other way in 
which it could be financed except through the RFC. It could have 
been financed, could it not, on the V-loan program? 

Mr. Srreer. No, sir; the V-loan is set up to carry working capital 
loan and not fixed investment loans, sir. In other words, a V-loan is 
administered through the Federal Reserve and private banks, but 
that is separate from section 302 loans. Section 301 covers your 
V-loan. 

Senator Bennett. I see. 

Mr. Srreer. In other words, this had to be a facility loan and was 
not working capital. 

Senator Bennett. But since the Government was directly involved, 
if the RFC had not existed the chances are these funds could have 
been available through a program which used other agencies than the 
RFC. I will agree w vith you that under the present situation that was 
not the case, but this is definitely a defense loan. It is a defense 
facility loan. 

Mr. Srreer. That is right. 

Senator Bennett. So that once the Government had given you the 
letter of intent, under the spirit of the situation, at least, you could 
have hope of getting the necessary money in some way or other, but 
under the circumstances you went through the RFC. 

Mr. Srreer. I don’t mean to be irrelevant at all or disrespectful, 
but it is awfully hard to make payrolls on hopes. 

Senator Bennerr. There is no question about that. Your situa- 
tion and the situation of Mr. Moore who just testified were completely 
different. You are working against a Government contract. 

Mr. Srreer. That is right. 

Senator Bennett. Thank you. 

Mr. Srreer. Our Government work is about one-third of our 
volume and our employment in the Government work is about one- 
third of our total employment. I thought you might be interested 
to know that. 
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If you will recall the urgency of this requirement, the value of RFC 
becomes immediately apparent. If the RFC had not been in existence 
and if I had not had confidence that a loan of this nature was within 
the scope of RFC operations it would have been impossible for our 
firm to proceed promptly. In the confidence that RFC funds would 
be available if private financing could not be obtained, we proceeded 
immediately with construction. 

The RFC, though in sympathy with the purposes of the expansion 
program of Wheland, handled the loan purely as a business proposition 
and Wheland pledged all its resources as security for the loan. If 
changed conditions should terminate the need for cannon, the Wheland 
Co. would face the problem of a large and expensive plant with no 
equipment for producing products for the civilian market. 

I can assure you gentlemen that the businessman who makes a 
major investment in a manufacturing facility which has no immediate 
possibilities for conversion to peacetime production is a man who 
underwrites a major risk. If businessmen are willing to underwrite 
major risks on behalf of defense, it seems reasonable that Government 
should make sure that their businesses will have capital funds available 
to them for sound proposals for conversion from defense production to 
peacetime production. 

The alternative would seem to be acute distress on the part of those 
businesses which were most cooperative in building defense facilities. 
Workers in those plants would lose their jobs and widespread distress 
might easily result if capital for conversion is not available. 

It is not my desire or intent to indicate regret that our company 
has gone all out to build this ordnance plant. American business as a 
whole has demonstrated its desire and ability to speedily cooperate in 
building facilities required for defense. 

Though nothing is more important than our national safety, I would 
like to point out further benefits to the common good which arose 
from Wheland’s expansion made possible by RFC loans. 

In 1946 Wheland gave employment to 350 people; 2,000 people are 
now employed. Our fiscal year ends on April 30 and the following 
figures are on that basis. The Wheland payroll was $843,000 in 1946 
and was $5,951,000 in 1953. The amount of money withheld for 
income taxes of employees was $81,000 in 1946 and $557,000 in 1953. 
The Wheland Co. paid in taxes $36,000 in 1946. Taxes for 1953 are 
$462,000. 

The effect of these RFC loans is graphically shown by the figures in 
the following summary: 


Before ist After Ist After 2d 

RFC loan RFC loan RFC loan 
Number of employees 350 1, 280 2, 000 
Annual payroll $843, 000 $3, 171, 000 $5, 951, 000 
Federal taxes withheld from employees 81, 000 202, 000 557, 000 
Federal, State and local taxes J 36, 000 375, 000 462, 000 
Interest paid to RFC 100, 000 205, 000 
Total taxes and interest 117, 000 677, 000 | 1, 224, 000 


While time did not permit the completion of detailed statistics 
which might be of interest to this committee, it may be of interest to 


33869—53——21 








316 GOVERNMENT LENDING AGENCIES 


note that since Wheland’s first RFC financing it has paid to the 
Government $1,918,000 in Federal taxes on income and has paid 
other ‘taxes totaling $1,024,000. 

If the company had not received RFC loans and thus had not been 
able to expand Wheland operations, its payments to Government 


would probably have been about one-tenth as much as they are today. 


At the time Wheland expansion was started, the business would 


definitely be classified as a small business. As the head of a small 
business | found no practic al method of obtaining long-term capital for 
expansion except from RFC. In theory there may be other ways of 


long-term financing of expansion which are available to a small busi- 
ness. In actual practice | could not find any other practical method of 
financing Wheland expansion. 

Since 1946, my associates and I have had many close contacts with 
RFC personnel. We respect the RFC. The RFC has safeguarded 
its interests. All our relations with RFC have been strictly business. 
The RFC has made the same careful investigations and has demande d 
the same safeguards that would be required by the best private 
financial institutions. We regard the RFC, as being firm but fair. 
rhe caliber of RFC personnel is high. In no instance has there been 
even the slightest hint of personal favors being sought. All transac- 
tions with KFC have been based strictly on the merits of the loan. 

It has been suggested that I submit any ideas for improvement 
which arise from my experiences with RFC financing. My one sug- 
gestion would be that you consider practical arrangements whereby 
local banks could more readily participate in local loans made by 
RFC. At one time, provision was made for local banks to participate 
to a minimum extent of 50 percent in such loans. It is my opinion 
that this 50 percent figure is too high in many instances. 

There would be a distinct value in having local banks participate in 
local loans to asmaller extent. I suggest that an arrangement for local 
bank participation for as little as 10 percent to 20 percent would be 
advantageous. 

This suggestion is based on our own experience with the first loan we 
secured from RFC. As I mentioned earlier, eight banks headed by a 
Chattanooga bank participated in that loan. The local banks main- 
tained a close relationship with our company. In less than 4 years our 
company was able to arrange private financing and pay off that RFC 
loan in full. It is my belief that local bank participation has the value 
of close local observation and intimate knowledge of conditions and 
business operations and tends to facilitate the shifting of loans from 
RFC to private finance. 

Senator Busa. Mr. Chairman. 

The CuarrmMan. Senator Bush. 

Senator Busn. Mr. Street, I have here a clipping from the Wall 
Street Journal of Friday, May 22, 1953, speaking Soa your company. 

Have you seen that clipping? 

Mr. Srreer. I haven’t seen that clij pping. 

Senator Busn. I will read the part that interests me: 

Wheland and Oland Industries— 


which is about the largest company I know of in the munitions 
business— 

have informed the Office of Defense Mobilization that they are unable to go ahead 
with their projects because they cannot finance them at low enough interest rates, 
according to a Government mobilization official. 
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Did you make any statement of that kind? 

Mr. Srreer. No, sir. 

Senator Busu. That is not true? How much do you owe to the 
RFC now? 

Mr. Streer. Four million. 

Senator Busy. What are the terms of your present debt with them? 

Mr. Srreer. Five-year loan with a balloon on the end of it. 

Senator Busu. What is the balloon? 

Mr. Srreer, The balloon would be half the loan. 

Senator Busu. $2 million coming due in 4 years, and $500,000 a 
year until then? What is the interest on that? 

Mr. Srreer. Four and a half percent. 

Senator Busa. Can you give us an idea how much money you made 
last year, in 1952, in profit ‘before and after taxes? 

Mr. Srresr. Maybe I can give it to you, but may I say that the 
remark has to be hedzed because we have not gone through price 
redetermination. 

Senator Busa. I understand that. 

\Mir. Srreer. We have not gone through price renegotiation with 
the Government. It will be approximately 1.6 million. 

Senator Buss. Before taxes? Are you in the excess profits tax 
bracket? 

Mr. Srreer. No, sir; we have a tax-amortization certificate on the 
ordnance plant 

Senator Bus. So you have a heavy writeoff? 

Mr. Stree. That is right. 

Senator Busu. So if your business keeps up at the rate of last year, 
you should certainly have no trouble getting up to that balloon. 

Mr. Srreer. If our domestic business stays up to what it has been 
in the past 5 years, if we had no ordnance business, we would still be 
able to pay our indebtedness to the RFC. 

Sevator Busu. Those are the only questions I have. 

Senator Bennett. I have one, Mr. Chairman. 

The CHArRMAN. Senator Bennett 

Senator Bennett. I have been interested in the two sets of testi- 
mony we have had this afternoon. Did you discuss this testimony 


>? 


with the Chattanooga office of RFC 

Mr. Srreer. No, sir; [ didn’t, and I purposely didn’t. Chatta- 
nooga does not have an office, by the way. I think you mean the 
Nashville office. 

Senator Bennerr. You deal with the Nashville office. 

Mr. Srrepr. Yes. 

Senator Bennetr. Did they know you were coming to testify? 

Mr. Srreer. | told them I was coming. 

Senator BenNnerr. Did they ask you to come and testify? 

Mr. Srreer. No, sir. 

Senator Bennerr. Would you answer the same question, Mr. 
Moore? 

Mr. Moore. No, sir; they didn’t ask me. They knew I was coming, 

Senator Bennerr. Why did you come? 

Mr. Moore. It was a contact through the Washington office. 

Senator BenNnetr. Who contacted you from Washington? 

Mr. Moore. I think it was through Senator Kefauver. I have a 
record at home. I don’t have it with me. 
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Mr. Street. Senator, maybe I could help you on that. In Tennes- 
see there are a large number of people who have been benefited and 
have secured RFC loans. They are quite anxious to see the RFC 
continued in some form. There have been a great number of them 
working to that effect and there have been solicitations around through 
the State by various individuals. 

Senator Bennett. Is there any particular individual or agency that 
represents the leadership in that solicitation? 

Mr. Street. No, sir; it is just a number of individuals. 

Senator Bennerr. You were solicited by someone other than 
yourself? 

Mr. Srreer. I will put it this way. I was asked what I was going 
to do, and I told them that I was not soing to write letters up here, 
that I felt keenly enough about the RFC and the need for it in an 
emergency, that if I had an opportunity I was coming up. 

Senator Bennerr. You do not feel that there is any connection 
between that solicitation and the Nashville office? 

Mr. Srreet. No, sir, definitely not. 

Senator Bennerr. Mr. Moore, could you help us as to who is the 
leadership in Tennessee that is sponsoring this solicitation? 

Mr. Moors. No, sir; I couldn’t, to be exact. 

Senator Bennett. Who contacted you? 

Mr. Moore. They wanted to know what we thought of the RFC. 

Senator Bennerr. Who wanted to know? 

Mr. Moore. I don’t have—I am sorry I can’t answer who it was, 
because I didn’t think I would be asked the question. We offered 
our service and told them if they actually wanted us to come to 
Washington and testify that we would. I got a telegram back stating 
that they would like to have us come and testify last week. 

Senator Bennett. But you cannot remember from whom you got 
the telegram? 

Mr. Moors. No, sir; I don’t have it. I didn’t think to bring it 
along with me. I have got the records to show it. If you would like 
to have it, I can send it to you. 

Senator Bennett. I think the committee would be interested to 
know if there is an organized program to solicit testimony in favor 
of the RFC and who is sponsoring the program and who is sparking it. 

Mr. Moore. As far as I know there isn’t. If there is, I don’t know 
anything about it. 

Senator Bennert. You have testified that somebody asked you to 
come and testify. 

Mr. Moonrg. I will send you the information if you want it. 

Senator Bennett. But you cannot remember now who it was? 

Mr. Moore. I can’t remember it offhand. 

The CuarrMan. I presume every man that has an RFC loan is 
enthusiastic for RFC. 

Mr. Street. I would think so. 

Senator Bennett. Mr. Chairman, here are two witnesses out of 
‘the Nashville office, both of whom have testified in glowing terms of 
the service of the Nashville office. 

The CuarrMan. I suppose anyone who has an RFC loan would be 
enthusiastic for it. 
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Senator Payne. I might say here, Mr. Chairman, that a gentleman 
who has had experience with an RFC loan and who is very enthusi- 
astic, coming out of New England, did talk with me some time ago. 
He showed great concern over what he and apparently others that 
he had been in consultation with felt about the outcome of RFC. 
He asked me if I thought there would be any objection to his making 
contact with others and submitting information with regard to 
whether or not it was good or bad. I told him that I certainly would 
be very happy to receive it, and I placed it in the record here. It 
came in two bound volumes, well compiled, and I put them in the 
record the first day we held hearings. 

Mr. Street. Mr. Chairman, may I say something else in favor of 
the RFC? Iam old enough to remember 1929 rather vividly. The 
RFC was started, as I remember, under a Republican administration. 
I believe Mr. Hoover was the President at the time. It was started 
essentially to save and help banks that were in trouble on frozen 
loans. If we could shut our eyes and see the people who were solicit- 
ing help from the RFC, we would find thousands of bankers, hundreds 
of railroads and other financial institutions would be up here. Later 
it went into buying preferred stock in the banks and assisted them 
in getting on a substantial ground. So, as I say, when we think 
about whether the RFC has done a good job or not, I think you 
would agree that it has. 

The CuarrMan. I think in your case your loan was made primarily 
because it was a defense activity. 

Mr. Street. Definitely it was. 

The CHarrRMAN. | presume that the Defense Establishment recom- 
mended it. 

Mr. Street. Yes, it did. 

The CHarrMan. I was not here, unfortunately, when the other 
gentlemen testified. That, I presume, had nothing to do with defense 
activities. RFC is authorized under the Defense Production Act 
to make loans for defense purposes, and I presume that either under 
section 714 or section 301 they made this loan to you. 

Mr. Srreerr. Section 714. The actual mechanics of section 301 
were not set up at the time. In other words, we were sufficiently 
sound to justify a straight loan. 

The Cuarrman. I think anyone who has an RFC loan, of course, 
would be enthusiastic for RFC. That would be a natural assumption. 
I don’t think the RFC personnel should necessarily go out and solicit 
those to whom they have loaned money to come in and testify either 
for or against it. On the other hand, I would think that any infor- 
mation that we might get that would 'be he Ipful in our decision as to 
whether it should or should not be liquidated with respect to its opera- 
tion would be helpful. 

I think we would frown on any organized effort on their part to do 
it. Any other questions, gentlemen? 

Senator Paynr. I would say, Mr. Chairman, that it might be well 
to put this in the record. Am I correct in the interpretation that 
your first actual expansion of operation which was in nondefense 
activity would not have been possible without RFC financing? 

Mr. Street. Very definitely. I think I beat a path to everything 
in the United States. 
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Senator Payne. You had a 4-year contract with the automobile 
manufacturers? 

Mr. Street. That is right. 

The CuHairman. That was after the end of World War II? 

Mr. Street. That is right. 

The Cuarrman. Thank you, and we appreciate your coming up here. 
The next witness will be Col. Roscoe Turner of the Roscoe Turner 
Aeronautical Corp. of Indianapolis. 

Colonel, we are delighted to have you. 

You have a statement, I believe. I will let you proceed, then, in 
your own way and read your statement or talk extemporaneously, 
whatever your pleasure is. 


STATEMENT OF ROSCOE TURNER, ROSCOE TURNER AERONAUTI- 
CAL CORP., INDIANAPOLIS, IND. 


Mr. Turner. Mr. Chairman, my statement is rather crudely written 
because I wrote it myself. I believe that I can qualify under our citizen- 
ship classification of placing my country’s welfare ahead of my own 
selfish desires. Therefore, after making a study of small business in 
my section of the country, I ask your indulgence in my using my own 
corporation as an example of small business that I am pleading for. 

I have had two RFC loans, and I may have to ask for another one 
one of these days. There are hundreds of small businesses that would 
not be in existence today employing several thousand people if it had 
not been for the RFC 

Private capital is not doing the job that it should do because the 
loan has to be gold plated before they will make it. 

Small business is the backbone of our country. Small business 
with its individuality, its ingenuity, its enterprise has made this the 
greatest nation in the world. We have now arrived at a point in our 
whole financial structure that small business and free enterprise is 
gradually being squeezed out of existence. Capita] in small business is 
as necessary as to large corporations but securing the necessary 

capital for small business has become practically impossible under 
present conditions. For example, insurance companies make no risk 
loans while the free enterprise system must have loans of this nature 
or honor loans. 

While all insurance companies do not have the same policies, I 
would like to cite one example of policy of one of the largest. On 
buildings that are on leased ground, the requirements for a loan are 
that the lease be for a minimum of 50 years and the company have 
an earning record in 5 years equal to the amount of the loan. Gentle- 
men, how many small businesses can meet such requirements. The 
insurance companies control an amazing amount of money. I might 
add that a small business meeting the requirements wouldn’t need the 
loan only under unusual circumstances. 

At the present rate of taxation, all risk capital which might be 
available for investment from individuals in the furtherance of small 
business or free enterprise, has been drained off and there is no longer 
any incentive for risk. Also, under the present rates of taxation, small 
business has to rely on new invested capital or loans for expansion. 

As to banks, the present banking regulations and restrictions are 
such that they must refrain from making long-term, risk, capital loans 
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which, again, shuts the door to small business and free enterprise. 
The RFC has been and is an economic necessity for small business. 

It has been the salvation of my business and 240 more that have 
outstanding balances at this time in my part of the country, plus 
several times that number who have secured loans in the past and have 
paid them off. I can cite to you my personal experience of how RFC 
was my salvation. My building, appraised at $364,000, is on leased 
ground. Therefore, I encountered the policies of the insurance com- 
panies on loans and the bank regulations and restrictions on long term 
loans. So, by necessity, the only source available was RFC who 
advanced me $50,000 against my building. My loan today is $10,000 
and is current, and I have never been late on a payment. 

| feel that my business is important. I trained during the war 
about 3,500 instructors for the Army, Navy, and the contract flight 
schools. These instructors in turn trained thousands of pilots for the 
Armed Forces. We also trained hundreds of mechanics. Now, our 
company is playing a very important part in our overall national 
security, in both training and servicing for aircraft and its personne! 
executive, military, airlines, and private flying. We feel that we fit 
into the national program for air supremacy for this country of ours. 

I am only one of many such enterprises. We may be small 
some people and not important but together we make a force to be 
reckoned with when it comes to the economic stability —_ security 
of our country. We are not quick money boys but people who firmly 
believe in the future and will risk all our time and effort to prove it. 
The Reconstruction Finance C uemen has certainly suffered from 
bad publicity as a political football, but 7 burn down the building 
to get rid of a few rats. RFC has Noe een a credit and an asset 
to our country and also small business. Therefore, I plead with you 
not to abolish RFC completely. 

If we are stabilizing the European economy, I think we need 
stabilize our own domestic economy. 

The CHarrMAN. Any questions, gentlemen? 

Senator Payne. In other words, you made very effort, Colonel, 
to try to get financial assistance from private sources and you were 
not able to do it? 

Mr. Turner. It was absolutely impossible. I might tell you that 
from my experience of 35 years without the help of RFC it would 
not have been available. I could not have built the business. They 
helped me build the building in the first place. I paid that loan off 
and then I had the second loan. I am sorry to say that I am the 
only man in my whole section of the country that is down here. | 
have a list of 240 with balances that they are paying regularly. They 
can tell you the same story that I am telling you. That is why I say 
I am just down here pleading for our section of the country. I don’t 
know about the rest of it. Iwill agree with you that there is a lot 
of polishing up that can be done because we can cut down on a number 
of bureaucrats. But all in all, the field forces in the RFC are pretty 
efficient. I say in a lot of cases one man can do the job of two. That 
holds good throughout the Government, not only in the RFC, because 
there are too many people on the Government payroll. 

The CuarrMan. We have a bill before us to liquidate the RFC 
We have a half dozen or more bills to set up new kinds and types of 
help for small business. One bill in particular that has passed the 
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House Banking and Currency Committee and has been reported to 
the floor limits loans to $150,000. 

We have a similar bill before us at the moment which limits them 
to a hundred thousand dollars. Let us take the case of you three 
gentlemen who are testifying here this afternoon. Had you only been 
able to have secured a hundred thousand dollars, would it have been 
better than nothing, or would it have been worse than nothing? Is 
the limit of $100,000 a good thing, or a bad thing? Let us take your 
case. Would a $100,000 loan have pulled you through? 

Mr. Turner. Mr. Chairman, a hundred-thousand-dollar loan 
would have pulled me through, but I know a lot of small businesses 
that it wouldn’t have pulled through. I feel that you have got an 
organization in being that, with good management, could be polished 
up and probably do a better job than creating a new one. I just be- 
lieve that the whole thing can be taken care of that way. I think it 
is absolutely necessary for us to have a Government lending agency 
in our present economic system. 

The Cuarrman. If you will yield a moment, I will ask Mr. Moore 
how much money he borrowed from RFC. 

Mr. Moore. The most has been $74,000. 

The Cuatrman. Then $100,000 would have amply covered your 
needs. That is not true with Mr. Street. 

Mr. Street. No, sir. 

The CuHarrman. In other words, you would have been worse off? 

Mr. Street. | believe we would have been worse off. 

The Cuarrman. A hundred thousand dollars would not have meant 
anything to you. Possibly if they had loaned it to you it would have 
been worse than if they had not loaned it to you. Is that correct? 

Do you gentlemen have any ideas on that particular phase of it? I 
suspect the House is going to pass this bill that the House committee 
reported out, and it will be over here one of these days. I don’t know. 
I am just surmising. We have a similar bill, the so-called Thye bill, 
which is, in substance, the same as the bill they passed. That is a bill, 
of course, to set up a little RFC. I don’t know whether that is a good 
way to describe it, or not, but it does what RFC has been doing, except 
in a little different way, and it limits loans to $100,000. If it is right 
in principle, is it right to limit it to a hundred thousand dollars? 

Mr. Street. May I say this. We are talking about small business. 
Then we have big business. When you are in between, you are just 
as much in trouble as when you are small. 

The CuarrMan. Do you gentlemen think it would have worked in 
your three cases had there been an agency in the Government that 
would have insured loans by banks under certain conditions? Do 
you think you would have been able to have secured money under 
those circumstances? 

Mr. Srreer. Senator Capehart, since ours was the largest loan, 
amounting to $4 million, had the RFC agreed to let the banks partici- 
pate only to the extent of 10 percent, they would have come into it. 
The Hamilton National Bank in Chattanooga and J. P. Morgan Co. 
in New York would have come into it. 

The Cuarrman. Did the banks participate in your loan? 

Mr. Srreer. Not in our last loan. There were eight banks in 
our first loan. 

The Cuarrman. What was the amount of it? 


up to 5€ 
The ¢ 
Mr. $ 
The — 
Colonel 
Mr. “ 
The ¢ 
Mr. } 
The > 
is that 
the sala 
Sena 
Mr. | 
nooga ‘1 
We bo 
million 
papers. 
The 
the Ch 
Any 
Well 
experie 
Mr. 
any m 
loan tl 
it up : 
as wel 
That 1 
that v 
It is jt 
will be 
get hel 
The 

If n 
Mr. 
The 


your ¢ 


Mr 
Mr. ¢ 


STAT 


Mr 
Ower 
Miss 
ganiz 
farm 


ted to 


them 
three 
F been 
| been 
tS vJs 


your 


loan 
esses 
Ot an 
ished 
st be- 
nk it 


rency 


loore 


you 


off? 


eant 
have 
tt? 
ew] 
ittee 
now. 
bill, 
bill, 
rood 
cept 
ight 


less. 


just 


d in 
that 
Do 
ider 


an, 
ici- 
» it. 
Co. 


in 


GOVERNMENT LENDING AGENCIES 323 


Mr. Srreer. Two and a quarter million. 

The CuarrMAN. They took what percent? 

Mr. Srreer. I believe it was 20 percent. 

The CuarrmMan. And the Government took 80? 

Mr. Srreer. Yes. 

The CHarrMAN. In your present loan no bank participated at all? 

Mr. Street. No, sir, because the RFC required bank participation 
up to 50 percent. 

The CuarrMan. They, of course, took a mortgage on your building. 

Mr. Srreer. And all the trucks, too. 

The CHarrman. And they have a mortgage on your building, 
Colonel. 

Mr. Turner. That is right. 

The CuarrMAN. And they took a mortgage on your facilities? 

Mr. Moore. Everything I had. 

The CHaArRMAN. My observation, as I have gone over the RFC, 
is that they really make it tough. They take mortgages and set 
the salaries of the managers and the officers. 

Senator Payne. And assign life insurance. 

Mr. Street. Senator, there was an amusing article in the Chatta- 
nooga Times. Our salesman used one of our automobiles, a Chevrolet. 
We bought a new Chevrolet and we had to place a mortgage of $4 
million on that one Chevrolet. They wrote it up in the Chattanooga 
papers. 

The CHatrrMan. The $4 million covered everything as well as 
the Chevrolet. 

Any other questions, gentlemen? 

Well, Colonel, you have certainly made a good case from your 
experience for RFC. 

Mr. Turner. Mr. Chairman, may I add this. It does not cost 
any more, as far as effort to them is concerned, to make a $5 million 
loan than it does a $100 loan. If you want to set a limit, 1 would put 
it up somewhere where it will catch businesses in this classification 
as well as the little ones. I think it can be put on a paying basis. 
That reverts to the management of the organization. I recommend 
that vou hold a Government lending agency to protect little business. 
It is just impossible to hold a lot of them together otherwise. There 
will be thousands of businesses going out of business if they do not 
get help once in a while. 

The CHarrMan. Any questions, gentlemen? 

If not, thank you very much. 

Mr. Turner. Thank you, gentlemen. 

The CHArRMAN. We appreciate your statement and appreciate 
your coming here. 

Mr. Cooper of the Mississippi Chemical Corp. You may proceed, 
Mr. Cooper. 


STATEMENT OF OWEN COOPER, MISSISSIPPI CHEMICAL CORP., 
YAZOO CITY, MISS. 


Mr. Cooper. Mr. Chairman and gentlemen of the committee, | am 
Owen Cooper, executive vice president and general manager of the 
Mississippi Chemical Corp. of Yazoo City, Miss., a corporation or- 
ganized, owned, and operated by approximately 10,000 southern 
farmers and financed with the aid of an RFC loan. 
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May I add to the written statement here that I come unsolicited by 
anyone, and I come with the knowledge and approval of our board of 
directors in grateful appreciation for what the RFC has done for us 
and indirectly for a great host of southern farmers. Also, I would like 
to speak on behalf of a great many people whose hopes and ambitions 
to enter into certain phases of this free-enterprise system of ours 
depends on the type of credit that the RFC has afforded in the past. 

Perhaps | am not an unbiased witness. The Mississippi Chemical 
Corp. was made possible by the fact that the Reconstruction Finance 
Corporation provided a $3,349,000 loan, which, together with $4,250,000 
of money subscribed and paid by these 10,000 farmer stockholders, 
provided the capital for the construction of a synthetic-nitrogen- 
fertilizer plant. Without RFC aid, there would be no Mississippi 
Chemical Corp. Naturally, the 10,000 farmer stockholders of MCC 
are grateful for a timely assist by RFC which made it possible for 
them to do for themselves what they could not have done alone, nor 
could they get others to do for them. 

I do not come as an expert on finance, nor as an authority on 
business, nor as a political pundit. I have asked for the privilege 
to tell a simple story in order that your committee may be acquainted 
with another instance where a duly constituted agency of Govern- 
ment has performed an outstanding service for a relatively large 
group of American free-enterprisers. 

In 1947 the board of directors of the Mississippi Farm Bureau 
Federation discussed ways and means of obtaining additional nitro- 
gen fertilizer for its farmer members. In the State of Mississippi, 
as is generally true in the South, large quantities of nitrogen fer- 
tilizer are essential for profitable agricultural production. Adequate 
supplies were not available at that time, and incidentally are still 
not available. The suggestion was made that serious consideration 
be given to the matter of the farmers in Mississippi, together with 
neighbors in other States, joining in the construction of a nitrogen- 
fertilizer plant. The magnitude of the program proved both awe- 
some and challenging. Nonetheless, an intensive plan was developed 
to sell stock to farmers on a basis providing them the right to pur- 
chase a share of the annual production in the same ratio as their 
stock bore to the total outstanding stock. The campaign continued 
for many months, with the final result being a sufficient amount of 
stock subscribed to provide approximately 55 percent of the neces- 
sary capital. 

When it became apparent that the farmers would invest sufficient 
capital to provide equity funds for the erection of a small synthetic- 
nitrogen plant, an effort was begun to obtain senior financing. There 
being no large banks or investment houses available within the State 
of Mississippi, contact was established with such institutions elsewhere. 

In New York, the proposition was presented to one of the largest 
life-insurance companies in America, to one of the largest banks in 
America, to one of the largest private bankers of America, to one of 
the largest investment houses in America. Although many persons 

were intrigued with the idea of farmers investing $44 million to finance 
a fertilizer plant, their interest largely subsided at that point, and in 
each instance the answer was about the same: “Come back after 
you have had several vears of successful operation, and let us consider 
the application at that time.’ 
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In Chicago, contacts were established with one of the largest banks 
in that city and also one of the largest investment houses. Results 
were the same: “Come back after you have had several years of 
successful operation.” 

When it became obvious that money from private sources would be 
impossible to obtain, discussions were begun with the New Orleans 
branch of the Reconstruction Finance Corporation. These discus- 
sions resulted in the filing of a formal application with the Reconstruc- 

Finance Corporation, and a loan was made available 

a) After MCC had proved in the application an economic justifi- 

tion for the project; 

b) After MCC had expended its portion of the total cost 

ec) After MCC could demonstrate that the project would be com- 
pleted within the funds available ; 

(d) After evidence was submitted showing that money was not 
available from any other source. 

In complying with the last mentioned of these conditions—namely, 
“funds were not available from any other source’’—statements were 
secured from some of the previously mentioned financial institutions 
and incorporated as an exhibit with the RFC application. It was 
our clear understanding that if money was available from private 
sources the RFC would not make a loan and that, if at any time 
funds became available from private sources prior to the RFC 
advancing any funds, such funds would not be advanced. Likewise, 
encouragement was given to the idea of refinancing through private 
sources at any time they became available 

Subsequent contacts with the RFC affirmed the fact that, so far 
as our comphny was concerned, the policy of the RFC was and has 
continued to be that of providing capital to assist in only those under- 
takings where private funds were not available. 

The loan has resulted in conditions which should be pleasing to 
all parties concerned. All principal and interest payments have been 
made on schedule or in advance of scheduled dates. 

Two hundred and twenty-five be rsons have been given employment 
and the payroll is in excess of $1 million per year, An additional 
source of noses, has been NO ae to augment the scarce supply 
existing in the country at this time. In addition to maintaining the 
principal and interest payments, the operation will pay a very sub- 
stantial amount of Federal income taxes soon after June 30, 1953, the 
end of the current year’s operation. 

Following the announcement of the Government of a program to 
expand the nitrogen production capacity of the Nation as a result of 
the Korean war, our company developed an expansion program to 
provide part of the requested increased capacity. Again contact 
was made with many private sources for private financing but without 
success. Again we turned to the RFC as a last resort and again we 
followed the same businesslike procedures which resulted in the 
approval of an additional $900,000 loan to supplement other funds to 
provide for a $4,500,000 plant expansion. 

Through the years contacts with the “working personnel” of the 
RFC have shown them to be high type and efficient public servants. 
In every material conference we were given to understand that if 
private financing could be obtained the RFC would no longer consider 
our loan, and we have also been given to understand that at any time 








326 GOVERNMENT LENDING AGENCIES 


that private capital would be willing to take over the loan on a satis- 
factory basis the RFC would be glad to cooperate. 

It was our experience that the RFC was careful, strict, but reason- 
able in its requirements that the loan be granted only on a proper 
financial basis with proper collateral and safeguards. At no time 
during the extended negotiations culminating in the expenditure of 
the full amount of the loan was there any suggestion trom any source 
that there was or would be considered any count other than sound 
business and a proper financial practice. 

Not once was there a suggestion of any improper or undesirable 
practice or consideration by the RFC, and we were encouraged to 
make the full presentation direct without the interference of any 
“experts.” 

There appear to be known instances of maladministration by 
former employees of the RFC. However, wisdom cannot justify 
a policy of abolishing a successful agency of Government primarily 
because of occasional instances of maladministration. If such is the 
case, few Government agencies would long endure. 

Newspaper reports indicate that one of the reasons being offered 
to abolish the RFC is that the billion dollar plus assets could be applied 
to reducing the national debt or the current deficit. Business experi- 
ence indicates that the sacrifice of a productive capital asset to take 
care of an immediate demand for funds is seldom wise, however 
expedient it may be. By the same logic, we could likewise sell the 
Panama Canal or sell some of our aircraft carriers and use the money 
to cover a deficit. 

Newspaper reports also indicate consideration is bejng given to 
reconstituting the RFC as a small-business organization limiting its 
loans to perhaps $100,000. Such action on the face of it would appear 
to be discriminatory. Small is a relative term. A small elephant is 
just as small relatively as a small flea. However, the one is many, 
many times larger than the other. MCC is small in the nitrogen 
business, but large as compared to many enterprises. To write a 
definition of ‘“‘small” in an act reconstituting the RFC and defining it 
solely in terms of dollars and cents would do violent injustice to the 
hopes of many individuals and groups of individuals who would enter 
fields of operation requiring large initial outlay of capital. If the 
RFC is to help small business it should be qualified to help a small 
nitrogen plant just as readily as a small filling station. It should 
help a small steel mill just as quickly as a small dry-cleaning estab- 
lishment. In such a role, the RFC could do much to stimulate new 
enterprise in fields which tend to be monopolistic. 

And speaking of monopoly, it is one of the problems we can ill afford 
to neglect. It is a very short step from monopoly to State ownership. 
It is a shorter step from State ownership to socialism, and it is an even 
shorter step from socialism to communism or fascism, depending on 
the route selected. Since the RFC has demonstrated its effectiveness 
in combating monopoly through rehabilitating certain enterprises which 
otherwise would have succumbed to larger and stronger competitors 
and through assisting in getting other enterprises started when funds 
from private sources were not available, the RFC should be main- 
tained as another instrument of Government to prevent monopolies. 

The desirability of taking the Government out of competition with 
private business cannot be questioned. However, the abolition of the 
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RFC will contribute little toward this worthy objective. The RFC’s 
function, and in our experience its practice, is to begin where private 
capital stops. Thus the abolition of the RFC will not mean more 
business for private capital, but it will mean less business for the 
Nation and fewer new enterptises because of the inability of many 
new businesses to obtain financing from private sources. The abolition 
of the RFC might mean less investment from private funds since 
many new enterprises are started by the RFC because private capital 
is not available, and these businesses are later refinanced by private 
funds when they have demonstrated their soundness. 

In conclusion, we believe that one of the proper functions of the 
Government is to provide service to the people substantially in keeping 
with that now provided by the RFC in order that 

1. New industries without a previous earning record can have a 
source of financing regardless of size. 

2. During times of economic distress the Government can have an 
established agency with trained personnel to provide financial 
assistance as a cushion to many businesses which cannot obtain 
additional capital from private sources without which they would 
fail. 

3. In order that monopolistic tendencies which result from the 
inability of new industries to establish themselves in competition with 
large, well-financed, established industries can have a source of 
on es. 

The opportunity of American ingenuity to continue to express 
self through free enterprise will not be thwarted by any artificial 
control over private finance. 

I thank you. 

The Cuarrman. I might ask a lot of questions, but I do not think 
anybody by asking questions could make a clearer statement than 
you have in respect to this entire matter. Now, Senator Payne 

Senator Payne. It is a very, very fine statement, 

The CuarrMan. I would not know what to ask you that you have 
not said. 

Mr. Cooper. I thank you very much. 

Senator Payne. What would have happened to these 10,000 
farmers who cooperated in connection with this Mississipp! Chemical 
Corp. if this type of operation was pot in effect? Would they have 
been able to secure their fertilizer? 

Mr. Cooper. No. sir; there is an inadequate supply now and at 
the time this project was undertaken one of the reasons that it was 
frowned upon by private capital was because the experts all said the 
country had too much nitrogen capacity at that time. That was in 
1947. They said there would be an excess quantity of it, which did 
not prove true. 

Senator Payne. It is not true today, either. 

Mr. Cooprrer. The Government through this pew Korean program 
is doubling the capacity of nitrogen within the country. 

Senator Payne. Are the “y not under way down in Florida now in 
developing another source? 

Mr. Cooper. That is right, additional capacity. 

Senator Payne. And nitrogen now is being used in the new syn- 
thetic fibers, dacron and so forth. 

Mr. Cooper. Industrial use of nitrogen is going up very rapidly. 
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Senator Payne. Then, if your farmers had gone out of business 
because of the fact they would not have been successful on their own 
grounds, they would not have been able to make such a contribution 
to the well-being of the communities in which they live; would they? 

Mr. Cooper. I would not say they would have gone out of business 
because the Agriculture Department would have come over for you to 
help them a little bit through subsidy. What we are doing is asking 
an agency to help us to help the farmer who helps himself and like- 
wise helps many other people to help themselves. 

Senator Payne. Are they getting this nitrogen’ cheaper than they 
could have? 

Mr. Coorrr. No, the program is not set up to get it cheaper 
The company did not feel that it was a sound business venture to try 
to sell it cheaper. The fact that the customers are the stockholders, 
they use the stock as the pipeline to get the profits back to them and 
also the pipeline to get the product to one and the same individual. 

Senator Payne. But you have to pay taxes just the same. 

Mr. Coorrer. We pay taxes 

The Cuarrman. We thank you, all of you gentlemen who testified 
this afternoon, you, Colonel, and you gentlemen from Chattanooga 
and other places for your testimony. 

We appreciate it. We are now going to recess until 10 o’clock to- 
morrow morning, at which time, unfortunately, I cannot be here 
Senator Payne from Maine will act as the chairman because he is the 
chairman of our subcommittee on the RFC. Our witnesses will be 
the CIO; the Smaller Businesses of America, Inc.; the National Fed- 
eration of Independent Business; the National Association of Inde- 
pendent Business, Inc.; the Smaller Business Association of New 
England, Inc.; and Photoswitch, Inc., Cambridge, Mass.; and East- 
ern Metal Products of New York. Those will be our witnesses to- 
morrow 

We will now recess until 10 o’clock tomorrow morning. 

Thank you, gentlemen. 

(Whereupon, at 3:25 p. m., the committee recessed to reconvene at 
10 a. m., Wednesday, May 27, 1953.) 


The 
Senate 
Pres 
Dougl: 
pena 
The 
of the 
I wo 
full sel 
to set 
we ha 
that it 
statem 
and tl 
favor | 
help i 
You 


STATI 


Mr. 
tive s 
CLO. 
tions | 
to rea 

Wh 
assum 

The 
in pol 
holide 
start 
comm 
moun 
Natio 

Ld 
one ¢! 
new ¢ 
the | 


quire! 


usiness 
ur own 
ibution 
| they? 
usine 

you to 
aski 


d like 
n they 


cape! 
to try 
olders 
m and 


lual. 


stified 


Wnooea 


ck to- 
here 
is the 
vill be 
| Fed- 
Inde- 
| New 
East- 


es to- 


ene at 





GOVERNMENT LENDING AGENCIES 


WEDNESDAY, MAY 27, 1953 


Unirep States SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to notice, at 10 a. m., in room 301, 
Senate Office Building, Senator Frederick G. Payne, presiding. 

Present: Senators Payne, Bennett, Bush, Beall, Sparkman, Frear, 
Douglas, and Lehman. 

Senator Payne. The committee will come to order, 

The first witness to appear this morning is Emil Rieve, chairman 
of the national economic policy committee of the CLO. 

I would like to call to your attention the fact that we have a rather 


full schedule today. We want everyone to have a full opportunity 
to set forth all facts they wish to in connection with the measures 
we have before the committee for hearing. Naturally, in the hope 


that it might not take too long, if there are any of you who have 
statements you feel you can introduce to become a part of the record 
and then proceed in your own way to outline either your being m 
favor or in opposition to certain measures that are before us, 1t would 
help in saving time. 

You may proceed in your own way. 


STATEMENT OF EDWARD KASSALOW, EXECUTIVE SECRETARY, 
NATIONAL ECONOMIC POLICY COMMITTEE, CIO 


Mr. Kassatow. My name is Edward Kassalow. I am the execu- 
tive secretary of the National Economic Policy Committee of the 
CIO. Mr. Rieve was at the last moment tied up in some negotia- 


i 
1 
} 


tions and will aot be able to appear here. However, he asked me 
to read and enter his statement in the record 

What I will do, Senator, is read a part of this statement, but I will 
assume that the entire statement will be a part of the record 

The last time the Federal Government was going through a change 
in political leadership, the Nation was in the convulsions of a bank 
holiday. This new Republican administration seems determined to 
start things off with a bankers’ holiday. The proposal before this 
committee to liquidate the RFC, for example, is just another in the 
mounting line of actions destined to make life more pleasant for the 
Nation’s private bankers. 

I don’t know how else, save by calling it a holiday for the bankers, 
ope can summarize the fiscal and monetary steps already taken by the 
new Government. Scarcely was the new administration in office than 
the Federal Reserve Board announced it was reducing margip re- 
quirements on the stock market, presumably to encourage trading 
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with the prospect, of course, that the banks would benefit from this 
increased volume. 

The ink was not long dry on this order before the Treasury turned 
around and began to ‘boom the interest rate on the Federal debt. 
Each succeeding i issue of new Federal securities, whether it was long 
term or short term, has carried a higher interest rate than anything 
the Government had paid in almost 20 years. Of course, all of us 
have been assured that although the rise in interest rates would add 
to bank profits, this was only incidental to the main purpose of the 
new Treasury policy, namely, to halt inflation. 

These arguments would have been more convinc ing if the Treasury 
action on the debt had not followed the dropping of stock margins 
which could only be construed as an antideflationary measure. Again, 
if the country needed the new hard-money policy so desperately why 
did the new administration rush in and junk direct price and wage 
controls? 

As another course in the bankers’ feast, the administration also 
served up a healthy boost in the interest rate on housing loans, both 
at the Veterans’ Administration and the Federal Housing Adminis- 
tration. 

Whether it is deflation, inflation, or reflation, the bankers’ holiday 
oes on. Only a week or two ago the Senate Post Office and Civil 
Devine Committee held hearings on a bill to abolish the Postal 
Savings System. It seems that the poor bankers of the Nation, whose 
profits last year rose 9 percent even before these new interest rates 
were in effect are suffering from the unfair competition of the ever- 
modest, ever-efficient small man’s savings bank, the Postal Savings 
System. 

Any reasonable analysis we can make of the arguments being ad- 
vanced for the dissolution of the RFC can only lead to the conclusion 
that this is just another chapter in the revolt of the poor downtrodden 
bankers. The record of the RFC over the past 20 years is so clearly 
favorable in its support of the public interest, that the only real basis 
for the campaign against it is the narrow, apparently insatiable appe- 
tite of the large banking associations and groups. 

To hear the hymns being sung in praise of the private banks and 
private enterprise and against the wicked public corporations like 
RFC, one might think that it was the careless and inept policies of 
RFC that brought the Nation to a grinding halt and near bankruptcy 
in 1933, instead of the other way around. 

Who was it during the 1932-33 depression that bailed out thousands 
of banks in those terrible years—the RFC. Who disbursed $1,500 
million to the Commodity Credit Corporation when farmers were 
down and out—the loans which helped restore order to the farmers’ 
markets? No, it was not the private banks but that wicked public 
agency, the RFC. 

Was it the private banks who were able to thaw out the real-estate 
mortgage market in those perilous years? Or was it RFC subsidiaries, 
such as the RFC Mortgage Company and the Federal National 
Mortgage Association, who disbursed more than $500 million into 
real estate operations? 

What of the more than 9,000 loans that were made to business in 
the thirties primarily to small firms? Where were the private banks 
when these legitimate business demands were being made on the 
financial community? 
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By the end of 1939 a great part of the job of pulling the country out 
of the depression had been largely accomplished, and the RFC which 
pumped billions into the life stream of our economy undoubtedly had 
made a major contribution in licking that depression. 

Is anyone naive enough to believe that our economy is recession- 
proof or de /pressionproof today? Only recently the administration’s 
top economist expressed doubts about the perfection of our knowledge 
on this score. Yet, acting out of sheer, irresponsible self-interest, 
private bankers of this country are ready to kill off so proven and 
worthwhile an economic agency as the RFC. 

“Well all that stuff in the 1930’s is history,’”’ runs the chant against 
the RFC. ‘And besides, the RFC simply has no function any more, 
the Government has got to economize and save on expenses—no more 
handouts, or at least no more handouts to small business—private 
sources can fill any legitimate credit needs and the RFC is unfair 
competition to the private banks.” 

These arguments, really they are just slogans, crumble under the 
impact of a few facts. ‘Take the economy plea, that the abolition 
of the RFC will nee the Government money and lead to lower 
Federal taxes. Fact: The RFC receives no appropriation from 
Congress and unite makes money for the Government. Since it 
came into being over 20 years ago, RFC has returned a net revenue 
on its lending operations every year. It has turned over $1 billion 
to the United States Treasury, in addition to paying its own salaries, 
rent on its building, and other operating expenses. In the last 12 
months the RFC has turned over $150 million to the United States 
Treasury. 

Argument 2: “Private credit sources can fill any and all legitimate 
needs and RFC is just unfair competition for the banks.” 

Fact: No RFC loan is made, whether to a business, a disaster 
victim, or a public agency, unless the borrower can demonstrate 
he is unable to get the loan on reasonable terms from a private source. 
Moreover, even after taking the loan, the RFC makes every effort 
to draw in private banks as joint participants in the loan. Of course, 
RFC is a kind of competition for the banks—in the sense that its 
successful financial record for many years has shown up hundreds and 
hundreds of private banks who time and again have refused to make 
loans to small and needy businesses, to the victims of disasters, and to 
many public agencies. RFC has helped these people, and their 
record of repayment and successful growth must be embarrassing to 
the banks who refuse them aid. 

All this may be true, runs the financial chorus, but say what you 
will, today in this period of high employment and vigorous economic 
activity, the RFC simply has no more function. In passing, one might 
note that even if this were true—because there were no fires on the 
premises at present would be no reason to abolish the fire extinguisher. 
Actually, however, an examination of RFC ‘activities during the past 
year or two shows that it is still a much needed agency. 

During this more recent period of time, the RFC has continued to 
make hundreds and hundreds of loans to legitimate businesses—and 
particularly small businesses which, as in the past, could not get 
financial aid from private sources on reasonable terms. 

Let me say here that in my own experience—and Mr. Rieve, as you 
may know, is president of the Textile Workers Union, and he is talk- 
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ing of this experience now-—I am personally acquainted with the 
highly constructive role played by the RFC in assisting small textile 
enterprises to survive the slumps which hit the industry in 1949 and 
1951. Where the credit facilities of private banks were unavailable 
to meet the critical financial needs of companies with limited working 
capital, RFC loans provided the succor which enabled them to con- 
tinue operations. 

Without the aid of the RFC, a number of textile mills which are 
successfully operating today would have been forced to liquidate 
during the slack periods in 1949-50 and 1951-52. During the thirties 
many mills whose productive capacity was ultimately vital to the 
American war effort were also assisted by the RFC. 

We have found that the conservative lending policies of private 
banks in New England tend to hamstring the efforts of textile mills 
to modernize their equipment so that they can survive in this era of 
intense competition. The First National Bank of Boston, which is 
ina position to control the distribution of major credit to New England 
textile mills, has followed a deliberate policy of discouraging the ex 
tension of such credit. Consequently, companies that require outside 
assistance in financing modernization programs have turned to RFC. 

The loans which RFC granted contributed to the raising of the 
industry’s productivity and enabled small mills to continue as inde- 
pendent units rather than being absorbed or liquidated by the well- 
financed chain mill organizations. By thus preventing undue concen- 
tration of economic power, RFC has helped to conserve the competi- 
tive characte rr of the industry. 

Iliustrative of the way RFC loans have promoted the public interest 
in the textile industry is the ¢ ae se of two mills located in East Douglas, 
Mass. This community of 2,500 people i is largely dependent on the 
Hi ayward Woolen Co., ami m4 Hayward-Se huster Woolen Mills, Inc., 
‘or iol » Oppo! ‘tunities. 

The former employs 400 workers and the latter 600. In 1948, 
when the demand for woolens dropped sharply, the First National 
Bank of Boston pressed the Hayward-Schuster Co. for prompt re- 
payment of a loan. The company was compelled to auction off its 
plant at Millbury, Mass., in order to meet the bank’s demands, 
destroying the jobs of 450 workers. 

After liquidating its bank debt, the company received a $1 million 
loan from RFC for working capital purposes and it bas been able to 
operate successfully ever since, resorting to RFC loans in connection 
w aod the financing of raw-material pure -hases under large Gove ‘rmment 
contracts. The Hayward Woolen Co. had similar financial experience, 
ec it impossible to obtain needed credit from the banks, it has 
operated successfully on funds borrowed from RFC. 

If the RFC had not been available to assist these firms during these 
periods of economic stringency it is safe to say that the mills would 
have been liquidated to meet the demands of the private credit 
sources which they had beep using. The town of East Douglas, 
Mass., would have been deprived of its only sources of employment 
and the private credit institutions would bave realized only a fraction 
of the value of their loans. 

These are just two of several dozen textile companies that have 
been so assisted by RFC. I dare say there are scores of other labor and 
business leaders who can cite similar experience in their industries. 
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The small and independent businesses which are not tied in with 
the giant financial trusts will always need a backstop such as the 
RFC which stands as a barrier against the danger of total financial 
monopoly in the business community. 

The RFC is also the public agency which helps the victims of a 
natural disaster. In the wake of a tornado or a flood, it is the RFC 
that is there to help homeowners and businessmen rehabilitate and 
reconstruct. Obviously private banks cannot go into situations such 
as these on a large scale. Some 3,000 svch loans to disaster victims 
were made in 1952 alone, and over 2,000 of them were to help rebuild 
homes. 80 percent of these disaster loans were for less than $5,000 
each. 

Can anyone here imagine what the needs for disaster reconstruction 
would be if this country were ever subject to enemy attack from the 
air? Let me state here and now that this function alone justifies the 
continued existence of the RFC, 

Or take the tremendous defense work done by RFC in the past 2 
years. Hundreds of loans were made to small businesses to convert 
to defense production—additional loans were cleared to expand badly 
needed critical defense facilities. Millions of pounds of copper are 
being added to the Nation’s resources as a result of RFC loans to 
mining companies in Michigan and Arizona—loans, let me repeat, 
which private banks did not see fit to make. 

The RFC also continues to be a source of financial assistance to 
thousands of local communities seeking to make needed public im- 
provements. Congress, as you know, authorized RFC to make loans 
to public agencies such as States or counties to help finance local 
projects like waterworks, sewer systems, transportation facilities, 
and so forth. Of course, here again RFC cannot make such loans 
unless financial hetp is not available from private sources on reasonable 
terms. 

Over 6,000 such bond issues to local public agencies have been 
made by RFC, a majority of the issues being less than $100,000 each 
These were projects which would have been delayed for years, or 
possibly abandoned entirely, if RFC had not stepped in. Of the 
more than 6,000 such investments, all but a few hundred have already 
been disposed of to private financial institutions at par or better, once 
they were well under way. 

The record is clear—the RFC has been a valuable and flexible 
public asset. Its yeoman work helped stem the tide of depression 
in the thirties. During World War II the Corporation’s great resources 
and know-how were put to work in helping to construct vast new 
plants and to swell the output of desperately needed raw materials. 
Its continued assistance to small businesses and to many public 
agencies speaks for itself, 

This committee, and indeed the entire Government, must stand 
firm against the pressures of the private financial community seeking 
to liquidate the RFC, the Small Defense Plants Corporation, the 
Postal Savings System, and other similar institutions. Past experienc¢ 
and possible future contingencies make their continuation essential 
for the public welfare. 

As the members of this committee can gather, we believe that the 
continuation of the RFC is justified by the valuable types of programs 
its work supports. 
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Aid to small and independent businesses is only one of these func- 
tions and services. Indeed by its very nature RFC is concerned only 
in small part with the needs and problems of small business. For this 
reason we believe that support of the continued existence of the RFC 
is fully compatible with support of an agency such as the Small De- 
fense Plants Administration devoted solely to the needs of small 
business. In the kind of monopoly-ridden economy we live in, the 
Small Defense Plants Administration must be on the job full time if 
small and new enterprises are to have a fair chance of success, 

Moreover, there are many managerial and administrative services 
which the Small Defense Plants Administration can render to small 
business that RFC simply does not and should not provide. These 
include assistance in obtaining Government procurement contracts, 
assistance on patents, and similar matters. 

A number of bills have been introduced and referred to this com- 
mittee touching on the subject of special financial assistance to small 
business. While it is not feasible to comment on all of them we do 
believe that there are a few principles which should guide the com- 
mittee in approaching any new legislation. 

In the first place, we don’t believe that rigid limitations should be 
imposed on the size of loans which these proposed new agencies can 
make to small businesses. For example, the Thye bill (S. 1523) seems 
to set a limit of $100,000 for any one borrower. This is unrealistic 
and much too low when one considers the size and complexity of 
modern industrial operations. 

What is a large loan in one type of industry may be almost infini- 
tesimal in another. 

A second guiding rule should be to keep any small business loan 
policy pretty far removed from the Federal Reserve System and the 
Treasury. We are not thinking of the financing or insuring mecha- 
nisms but of the policy which actually controls the lending to small 
business. ‘To make these loans to small business in any way directly 
dependent on the policies of the Federal Reserve banks or the Depart- 
ment of Commerce as is proposed in S. 1907 is absurd. Either this 
is a mechanism to provide credit not available from the regular bank- 
ing and business channels in which case it should not be smothered by 
the bear hugs of the Federal Reserve Board, the Treasury, or Com- 
merce, or it is not worth establishing. 

Where there is need to reconcile small business loan policy with the 
broad fiscal position and requirements of the Federal Government, 
we believe that Senator Sparkman’s proposal (in S. 1912) to give this 
power to the President is sound. 

As a final comment on some of these small business loan proposals, 
let me say that they make a joke of the hallowed notion of free, pri- 
vate enterprise. Most of them would turn over to new, private 
investment companies the lending functions now performed by RFC. 
Under the proposed arrangements the Government would have no 
real voice in making decisions on loans, but it would take the great 
risks by insuring the bonds of these new corporations. This is social- 
ism in reverse, with the Government socializing the risks, while leav, 
ing the profits for the private lenders. In the light of these proposals, 
talk that the RFC is dangerous Government interference with private 
banks or socialism, is obviously absurd. 
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In conclusion may we say that we should like to commend this 
committee and its chairman for holding these hearings on the RFC and 
the problems of small business. We earnestly hope that the result of 
your deliberations will be a positive program which will include the 
continuation of the RFC and improvement in the means of assisting 
small business. 

p Frankly, we are really alarmed at the drift of economic policy at the 
national level. We fear the dominant influence of financial leaders 
bent on ill-conceived and _ ill-thought-out so-called hard money 
policies measures. We think that these represent a real danger to the 
future health and stability of the economy. We certainly hope that 
the RFC and the Small Defense Plants Administration will not be 
their next victims. 

y Senator Payne. It is my opinion from listening to the statement 
that you have made here that your position is very definitely for the 
continuation of RFC. 

Mr. KassaLow. That is right, sir. 

Senator Payne. Thank you very much. 

The Smaller Business of America, Mr. Kaltenbach and Mr. Parsons. 

Are they present? 

We will move - to the National Federation of Independent Busi- 
ness, Mr. George J. Burger, vice president. 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS 


Mr. Burcer. Mr. Chairman, I am George J. Burger, vice president 
in charge of legislative ac tivities, National Federation of Inde spendent 
Business, 352 Washington Building, Washington, D.C. Our national 
headquarters are loc ated at Burlingame, ¢ ‘alif. 

Our membership is composed of small, independent businessmen— 
retailers, wholesalers, and manufacturers—in all lines of endeavor, 
and of professional people. We have the largest individual, directly 
supporting membership of any business organization in the Nation. 

Senator Busu. You say it is the largest. How large is it? 

Mr. Burcer. Approximately 100,000 individual members. 

With regard to the present bill, S. 1523, now up for consideration 
before the Committee of Banking and Currency, I wish to state that 
at the very moment a nationwide poll of our members, made up 
exclusively of independent business and professional men, is being 
made on the ate bill, and I would like to ask permission if, upon 
receipt of the nationwide poll the hearings have not been closed, to file 
with the committee the results of this nationwide poll. 

Mr. Chairman, this is the poll we are making. 

Senator Payne. Without objection, when the material is received, 
if it is submitted to the committee in time it will be incorporated in 
the record. 

(The information referred to follows:) 

NATIONAL FEDERATION OF INDEPENDENT BUSINESS, 
Washington, D. C., June 9, 1958. 
Hon. FrepertIcK G PAYNE, 
Senate Office Building, Washington, D. C. 

My Dear Senator: Following up my testimony of May 27 in eas I asked 

for the privilege to insert the poll we were making on the Thye bill, S. 1523, and 
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which permission was granted to me, the head office at Burlingame, Calif., notified 
me today by wire that the poll has been completed and is as follows: 74 percent 
for the bill, 19 percent against, and 7 percent no vote. 

If the hearings have not been printed as yet you might want to insert the results 
of the completed poll rather than the preliminary percentages given you in my 
letter of May 29. 

Sincerely yours, 
GeorGE J. BurGer, Vice President 

Mr. Burcer. It is our understanding that the proposed bill sets up 
a permanent Small Business Administration. Of course, in this, or 
any other action on the part of the Congress to protect small busines: 
of this Nation, we, speaking for independent business and professiona! 
men, are under direct mandate of our nationwide membership, to 
support. 

Senator Busn. May I interrupt again about this membership. 

You say there are 100,000 members. What are the dues? 

Mr. Burcer. $9.50 minimum per member, to $100 maximum. 

Senator Busn. What is the difference? 

Mr. Burcer. The member himself decides after he is solicited as to 
what the service may be worth to his own individual business. 

Senator Buss. And you have a hundred thousand members that 
are paying? 

Mr. Burcer. Exactly. 

Senator Busu. What do they get for that? 

Mr. Burcer. They get all-out action to protect their business 
future. By that we mean we are alert to every move to defeat the 
purpose of the free-enterprise system. In the very first instance, 
Senator Bush, our premise is all on antitrust enforcement, to protect 
the membership of the association. Our position was made very 
clearly known to the Republican and Democratic platform com- 
mittees, in Chicago, in recommendations for the planning. Our first 
emphasis is on antitrust, because without antitrust enforcement there 
is no future to independent management. 

Senator Busa. Do you have a board of directors? 

Mr. Burcer.’ Exactly. 

Senator Buss. How big a board do you have? 

Mr. Bureer. I believe about 15, elected every year all over the 
United States. 

Senator Bus. How often did they meet? 

Mr. Bureer. Once a year. 

Senator Busy. Do you have a financial statement of this organiza- 
tion? 

Mr. Burger. All members are permitted to see the financial 
statement 

Senator Busn. I wondered whether you would care to file one. 

Mr. Burcer. We have no reason to conceal the financial statement. 
It is available to any and all members to review 

Senator Bus. In that case would you care to file a copy with the 
committee? 

Mr. Burcer. I am in no position to answer that question. Per- 
sonally, I would have no objection. Our statements are filed with the 
Internal Revenue every year, and I would see no reason personally not 
to do so. I would naturally have to take that up with the president 

and the board of directors, and they would have to make the decision. 
I would have no objection whatsoever. 
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Senator Busu. | do not see why there would be any objection. It 
s an organization made up of a hundred thousand members. 

Mr. Burepr. It is a nonprofit organization, so we have nothing to 
hide. 

Senator Buss. I would like to see the financial statement of it: 

Mr. Buresr. | will take the question under consideration and advise 
vou accordingly, sir. 

' Senator Busa. Thank you. 

The information requested had not been received at time of going 
to press.) 

Mr. Burger. We understand that the proposed bill provides for 
direct loans through the proposed Small Business Administration to 
small business in an amount up to $100,000 and upon concurrent action 
by the Congress in approving this legislation, or amending the proposed 
legislation, we urge that some procedure be instituted for the con- 
tinuance of financial aid to small business where such aid is impossible 
to secure through local banking facilities. 

We have noted the opposition to the proposed legislation as 
expressed by spokesmen for the banking group where they have stated 
that credit is available to small business for financial accommodations 
through banking facilities. That may be true in part but we question 
the statement when it comes to long-term needed capital loans. 

We have noted the statement of the bankimg-group spokesman that 
“Approximately 12,000 of the banks in this country can make loans 
only to small business,’ and we are in a quandary to know the exact 
meaning of this statement. Does it mean that these 12,000 banks 
are confined by law to make loans only to small business, or are such 
banks so confined by reason of their own facilities? 

In connection with the proposed bill, S. 1523, we take exception 
to the statement of the banking group, that 


lhe existence of Government lending agencies places the Government in the 
position of being able to dictate to whom credit is to be extended, for what 
amount and for what purposes. It could be used for political purposes and not 


for the best interests of the public. 


As a result of our experience in contacts with business people in all 


sections of the country and, particularly realizing the position of the 
banking institutions in small towns or local communities, it would be 
our belief that the above quotation in many instances might be mor 
apropos to local banking institutions than it would be to an impartial 
agency of the Government. 

Mr. Chairman, I am not a professional trade association executive 
[ owned and operated a business in the city of New York from 1909 
to 1935. I had an extensive business in metropolitan New York. 1 
had very substantial accounts in such places, Senator Bush, as Green- 
wich, Stamford, Waterbury, Danbury, New Haven, in the automotive 
trade. 

Senator Busu. What was the nature of the business? 

Mr. Burger. The automotive trade. 

Senator Busu. Do vou mean parts? 

Mr. Bureer. Parts and tires and what not. I remember in the 
thirties I had very fine relationships with some of the larger tobacco 
companies. I was at that time promoting my own automobile tire 
It was already in existence a vear or two. In came new sizes, which 
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necessitated me getting new molds. I had very fine introductions to 
some of the banking institutions in downtown New York. 

They were sympathetic to my plea for the need for additional 
long-term capital loans to buy this equipment. I had the business. 
There wasn’t any question about the business. I couldn’t fill the 
orders. Now, the bank vice president, who was a very close friend of 
mine, said they could be sympathetic to Burger’s problem, but their 
contention was, how was he going to compete with big business in 
that particular industry? 

There was no worry about my problem. So that door was closed. 
Then J went to the RFC which I think was then at Liberty Street, or 
Cedar Street in New York. In the early days of the RFC it was just 
batting our head against a stone wall, as far as small business was 
concerned. 

Now let me bring this committee up to something current. I think 
before the Joint Committee on the Economic Report a few years ago 
the president of the Metropolitan Life Insurance Co.—I happened to 
be a policyholder in that company for years—testified before that 
committee of bis company’s interests in making loans to small busi- 
ness. I think he stated—in fact, he did to me in letters—that they 
would guarantee the loan up to 90 percent providing the local bank 
took 10 percent and did the paperwork. I asked him at the time could 
we publicize that information to our nation-wide membership because 
of the interest. He said “Yes.” 

We did, and we found where application was made in certain areas 
for these accommodations through an agent of the Metropolitan Life or 
their authorized agent, they were primarily interested, members of 
the committee, in mortgages. In no other matter were those lending 
agencies interested. Just mortgages on real estate. Consequently, 
in most instances many of those places were mortgaged. So the relief 
in loans was not forthcoming. 

Then I noticed a case on the west coast where this business institu- 
tion wanted to buy a building. The property was very fine property. 
They went to another insurance company to finance that deal. They 
were told they were not interested, but they were interested in certain 
mass distributors. They would finance that property and then rent 
it back. 

I merely mention those situations for your information. 

We recently noted that the press reports of loans-made by life-insurance com- 
panies to business during the first quarter of this year, and we note in that report 
that no mention is made of life-insurance companies making loans to small 
business. We note in the report there has been a tremendous increase in mort- 
gages added during the 3-month period, and we wonder if the only interest that 
life-insurance companies have in small business is taking over such mortgages 
rather than lending a helping hand. 

That is from the New York Times, Sunday, May 24. 

On that same score, one other question. This isnot unusual. This 
comes from a federation member within the past 2 or 3 weeks; in fact, 
before I knew these bills were up for consideration. 

As a long-time member of the federation, I again seek your advice in the matter 


of current financlal conditions. It is my understanding that you have arranged 
financial assistance to smal] business. 


We have in some cases. 


In view of the recent financial readjustments, our local banks seem reluctant 
to offer any assistance. They seem unduly alarmed. Our accountant insists our 
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business is on.a sound basis, but we are unable to persuade the bank to‘assist us. 
Our problem seems to be the same as many others. 

We prepared to build a new store and expand our operations 2 years ago, with 
the understanding that we would have the necessary finances. All went well 
intil the current recession approached. We are at present preparing application 
to RFC for assistance, and we hope they will be able to help. Our chief concern 
is what can be done in the event we do not qualify for an RFC loan, in that our 
accountant fears our financial statement is too good to qualify for RFC assistance. 
The fact remains, however, we need money to continue our merchandising and 
contracting business for possibly a year. Any extended delays could be disastrous. 
Any assistance you can lend us will be greatly appreciated. 

That is a typical letter that we get in every so often. 

Mr. Chairman, I cite these conditions. They are not singular. 
We are approached with these problems continually during the year 
from our expanding membership, and you may rest assured that we 
do not automatically go in. We try to analyze these conditions 
either at the head office at Burlingame or at Washington before we 
approach the RFC, or any other agency of the Government for help. 

There is a vitally important aspect in the proposed legislation in 
which we are most seriously interested, and that is of this new agency 
is created by the Congress it will stand as an independent agency 
being subject to no control, or a part of the Department of Commerce 
or any other present Federal agency. 

With reference to this statement, it is our understanding that the 
proposed bill, S. 1523, section 7 thereof, provides “that all loans 
made by the Small Business Administration shall be made within a 
general policy framework developed by a Small Business Policy Loan 
Board composed of the Secretaries of the Treasury, Commerce, and 
the Administrator.”” While we realize the necessity for the creation 
of a policy board to pass on the validity of loans, we oppose the setting 
up of a board such as is presently proposed in the bill, S. 1523, and 
urge that such a board be created within the confines of the Small 
Business Administration itself, chairmaned by the Administrator. 

Another very, very important aspect of the present legislation, and 
which we would like to have permanently in the record, is that in no 
manner or means would this new agency supplement or distrub « 
reduce the present successful help of the Small Business C ouseniittons 
of the Congress as we hold to the premise that these small-business 
committees of the Congress have been invaluable in protecting small 
business and our overall economy and they therefore hold, in the think- 
ing of small business leaders the No. 1 spot in aid and definite insurance 
to the future of small business of this Nation. 

In conclusion, we agree in general principles on the proposed legisla- 
tion. 

Mr. Chairman, in regard to our position opposing the Department 
of Commerce having anything to do with this agency, we don’t want 
it misunderstood that we hold any disrespect for that Department. 

We have found situations in there that are not entirely pleasing or 
satisfactory to the small-business picture. I remember distinctly ¢ 
few years ago being in San Francisco. I was called there from W abe 
ington by long-distance telephone. I believe it was either United 
Press or Scripps-Howard. They asked me on the phone, ‘‘ Mr. Burger, 
are you aware of a report that came out of the Small Business Advisory 
Committee of the Department of Commerce?” 

Of course, I wouldn’t be aware of it. How would I? I was in 
San Francisco at the time. 








840 GOVERNMENT LENDING AGENCIES 


[ said, “What is the substance of the report?” 

Well, the substance of the report was a modification or a suspension 
of the antitrust laws at that time. Of course, I said that the federa- 
tion is committed to oppose any such action that would repeal « 
suspend the antitrust laws. Some few months later I came back 
to Washington and | had reason to visit with the Small Business 
Section of the Department of Commerce. 

They were then located in the Federal Loan Bank Building on 


Indiana Avenue. I think their appropriation was up at the time 
and they wanted to see me. When I went in there I asked about this 
report. They said they weren’t acquainted with the report, but upon 


a thorough check in their files while I was there they located the 
report, which they said was for interoffice communication. But it 
was a significant thing. Interoffice, or not, the press had the report. 

The second thing in regard to the Department of Commerce, they 
have been advised in the past few years to my knowledge, with no 
disrespect to those men who are on ‘that committee, by the Business 
Advisory Group, made up of 160 or more business leading industrial- 
ists. They met once a year at either Sea Island, Ga., or Hot Springs. 
I believe iat at the conferences are closed and that the press is not even 
permitted. All we can understand is what is reported in the press 
as released from them in the conferenc es, 

I find every so often from the outcome of these meetings with the 
Secretary of ‘Commerce that they always seem to arrive at a poin 
on the antitrust laws. Their last recommendation, I believe, was to 
set up a conference section in the Department of Justice so they 
would be able to shape their policies. I have enough experience in 
downtown New York—I am well acquainted with many prominent 
legal firms—to know that those big corporations are well fortified 
with the most competent legal hel Ip that they could hope to get. There 
is no great difficulty, in our opinion, as to the defining of the purpose 
and intent of the antitrust laws. 

Finally, we recall when the basing-point legislation was up only a 
few years ago. We with a group of small-business men visited the 
Secretary of Commerce. He asked us to submit a brief, which we all 
did. Our information is that within 15 or 20 minutes that he had 
telephoned the President of the United States that he favored the 
basing-point legislation. 

In substance that is the reason, Mr. Chairman, that we prefer to 
have this agency stand by itself, not having a repetition of what 
happened in the smaller war plants, where the WPB came in and 
held the veto power, which defeated, for practical purposes, the help 
to the smaller companies. The only control we would want of this 
agency is under the direct control of the Congress of the United States. 

Senator Payne. It is my understanding, Mr. Burger, that you 
apparently are in support of the principle of S. 1523, introduced by 
Senator Thve. 

Would you care to express an opinion with reference to other 
measures that are before the committee. 

First, the proposal to abolish the RFC as presently constituted, 
measures that are before the committee for hearing by Senator Spark- 
man, one by Senator Douglas, one by Senator Frear, and one by Sen- 
ator Robertson. 

Have you had a chance to review those at all? 
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Mr. Burcer. Mr. Chairman, I, as an executive officer, never can 
speak for the federation officially until that mandate vote is taken 
by the nationwide membership. My personal opinion would have 
no bearing on the subject. 

Senator Payne. Let me ask, Mr. Burger, whether or not in cireu- 
lating this to your membership, which you say consists of about 100,- 
000 members over the country, you have set forth to them an out- 
line of the provisions of the several bills. 

Mr. Buraer. Well, on these newer bills that came up. You will 
see, Mr. Chairman, that the pro and con is put on the back of this 
mandate. We try to keep that neutral, and believe me it is no easy 
job. They must make up their own minds 

Senator Payne. The only mention made specifically here is of 
S. 1523. | 

Mr. Burcer. And the companion bill in the House. 

Senator Busu. May I ask a question? 

Senator Payne. Senator Bush. 

Senater Busx. You said that organization of yours of dues varied 
from $9.50 up to $100 per year. 

Mr. Burcer. Yes, sir. 

Senator Busa. What is the difference? What is the scale? Why 
do vou have such a wide scale? 

Mr. Burcer. I wouldn’t call it a wide scale. All of our member- 
ship is solicited personally. We have no solicitation by mail. 

Senator Busu. One membership is 10 times as much as another. 

Mr. Burcer. I will tell you why. 

We have 150 to 200 men in the field. A man selling for the organi- 
zation goes in and explains briefly the over-all operations of the fed- 
eration, and apparently he puts the question to the man, what does he 
think this service is worth to him per year. The man makes up his 
mind. 

Senator Payne. Is that service based upon the size of the organi- 
zation? 

Mr. Burcer. Not necessarily, Mr. Chairman. He determines it 
himself. We have, Senator Bush, to my knowledge, many times, 
checks coming in for $1,000 which are refused. 

Senator SparKMAN. In other words, it is really a voluntary con- 
tribution within those limitations? 

Mr. Burcer. Within that range. Exactly, Senator. 

Senator SparKMAN. He determines that himself. 

Senator Busn. How many employees do you have in this organiza- 
tion? 

Mr. Burasr. In the field, we have 150 to 200 men constantly in 
the field. 

Senator Busu. How are they compensated? 

Mr. Burcer. On a commission basis. 

Senator Bus. If you have 100,000 members varying from $9.50 
to $100 apiece, you have an income well over a million dollars a year 
in this organization. 

Mr. Burcer. | will answer it this way. We have in excess of a 
half million. 

Senator Busu. How about answering my question? Is your in- 
come in excess of a million dollars? 
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Mr. Bureer. Truthfully, I will answer your question very quickly. 
I haven’t seen the financial statement for this year. 

Senator Busx. I meant for 1952. 

Mr. Burcer. I guess it would reach that; yes. 

Senator Busu. It would be over a million dollars? 

Mr. Burcer. I would say it would be in the category of a million 
dollars. 

Senator Busx. Are you not the head of the organization? 

Mr. Burcer. No, sir; I am vice president. 

Senator Busn. You do not have anything to do with the financial 
statement? You do not see it? 

Mr. Burcer. Oh, yes, when I go to the head office every year 
around September. 

Senator Busu. Are you a registered lobbyist yourself? 

Mr. Buraer. Yes, sir, ever since the law has been in effect. | 
register everything too. 

Senator Payne. Do you have any other questions, gentlemen? 

Senator SpaRKMAN. You are confining your recommendations to 
S. 1523? 

Mr. Burcer. Yes. 

Mr. Chairman, I just want to make one thing clear. Insofar as the 
revenue of the federation is concerned, it would not make much differ- 
ence to me whether it was a million or 5 million. But having been a 
small-business man all my life, what I am primarily interested in is the 
National Federation of Independent Business delivering to its mem- 
bers what it promises to, and on the line. In my opinion, up to this 
moment, they have done everything that they promised to do for them. 

Senator SPARKMAN. May I ask Mr. Burger a question? 

Senator Paynn. Yes. 

Senator SPARKMAN. You may have touched on this before I came in. 

As the full-time small business representative here in Washington, 
you have observed the workings of the SDPA, the Small Defense 
Plants Administration, which is, in large part, continued under S. 1523. 

In your opinion, has the SDPA, with the limitations of the present 
law, done a good job? 

Mr. Bureer. I would say they have, Senator Sparkman. I re- 
member last summer after coming back from the conventions in 
Chicago, where I was invited by the respective chairmen to appear 
before the platform committees, that one of the hizher-ups in the 
Munitions Board said these words to me in the Hotel Washington: 


Burger, you have got to get that SDPA out of our hair. They are in there 
demanding their share for small business. 


Which was an indication that they were doing an effective job for 
small business. 

Senator SpARKMAN. In your opinion, there must be some kind of 
agency prepared to do this continually in order for small business to 
get what we might describe as equitable treatment? 

Mr. Burcer. I would say yes, very muchso. I have had experience 
on the Hill here for over 10 years. 

Senator SPARKMAN. It is your opinion that SDPA as proposed under 
5. 1523 would continue that function as well as the lending functions 
now imposed on RFC? 

Mr. Burcer. Exactly. That is why we are supporting the overall 
principle of the bill. 
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Senator Payne. Any further questions? 

Senator Buss. I would like to ask one more question. S. 1523 is 
not confined as the Small Defense Plants Administration is to defense 
work, but it opens it up so that financial assistance can be given gen- 
erally. 

Mr. BurGer. It would be part. That is one of the activities of the 
new proposed Small Business Administration. 

Senator Busu. You favor opening it up so that loans need not be 
made simply in the national interest or in connection with defense 
work, but in connection with any activity of small business; is that 
right? 

Mr. Burasr. Exactly, Senator. I will tell you, we are not con- 
cerned so much with the present emergency because some day this 
emergency is going tostop. Therefore, we want, where it is impossible 
for efficient business to get loans from the local banks, possibly due to 
State or national banking laws, for the avenue of opportunity not to 
be closed to them. We think it is an obligation of the Government 
when such a condition arises that it should assist them. 

Senator Payne. Any further questions? 

Senator LexmMan. May I ask one question? 

Is it a fact that the greatest difficulty with which small-business 
men are confronted in their altempts to get loans is in connection 
with long-term money? 

Mr. Burcer. That is the big trouble. Senator Lehman, that is 
the truth. I know in my own town of New Rochelle, N. Y., where 
I lived for 30 years, there was the greatest respect between the 
president of the bank and myself. But the *"y had their limitations as 
to how far they could go. They tell me that the bank examiners will 
come in there and they consider it a good long-term capital loan. 
But the bank examiner says no, you have got to inweidate that. So 
they stop and then they are hesitant before they go to make any 
more loans. That is what they are up against. 

Senator Payne. Are there any further questions? 

Thank you very much, Mr. Burger. 

Senator Busu. I would like to ask one more question. 

Senator Payne. Yes. 

Senator Busu. I do not know whether you are familiar with the 
proposal that Senator Byrd has made here. Are you familiar with 
that? 

Mr. Burecer. I think that is for the complete elimination of the 
RFC, is it not? 

Senator Busn. That is not the one I had in mind. He expressed 
an opinion here which I do not think is in the form of a bill at the 
present time. 

Senator SpARKMAN. It was his testimony. 

Senator Busu. It was his testimony that to deal with the situation 
that you describe to assist small business, and so forth, it might be 
desirable to consider that the Government, through the Federal 
Reserve bank, authorize participation in loans. That it would put 
the onus of the investigation and the servicing of the loan on a private 
bank, but under this authority the Federal Reserve bank would be 
able to participate. 

He did not say how much, but we might say 50 percent. Maybe 
it would be as high as 75 percent of the loan. It would be dependent 
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on examination and approval by a private bank. Then if the situa- 
tion was larger than the private bank was able to take of itself. they 
could go to the Federal Reserve bank and get assistance, if the Fed- 
eral Reserve bank thought that it was a credit worthy of granting 

What do you think of that general idea? 

Mr. Burcer. Senator, looking at it overall from a small-business 
angle, it wouldn’t make much difference to small business what way 
the r: lief was forthcoming, whether it was coming through this pro- 
posal or Senator Byrd’s. 

Senator Busn. It would make a good deal of difference in the setup 
Under the suggestion that the Senator made, it would put the burden 
of the work primarily on the banking system, but would provide 
particivation or partnership by the Federal Government through the 
Federal Reserve bank and would avoid the setting up of an organiza- 
tion which would make direct loans by the Government. 

Mr. Burcer. Senator, I would be in no position to answer that 
question directly to you. It is my own personal belief—and I can be 
corrected on this—that with the continual concentration taking place 
in our economy, I don’t see how any bank, particularly the smaller 
banks in the country, are going to go out of their way to div iace 
long-term capital loans to small business where that mone vy may be 
utilized as a ig: jee asd od factors within that area. 

Senator Busn. Would it not be quite a stimulus to a small bank? 
You take a small bank in a ‘oan community. Here is an organization 
which is doing a larger business than this particular bank is able to 
finance through a credit. So they bring in the partnership of the 
Federal Government through the Federal Reserve bank. There is a 
real stimulus there to a small bank because the small bank presumably 
is going to get that deposit business. If the loan, we will say, is a 
total of $100,000, and the small bank is only able to take approx- 
imately $25,000 of it, but that hundred thousand is going to go on the 
books in the first instance of this bank as a credit their de ‘posits are 
going to go up by a hundred thousand dollars and they are going to 
make money out of it. There would be real incentive for the small 
bank to go into that kind of an operation and build up a company in 
their own community which is going to become, over the years if it 
is successful, a really important banking customer. 

So there is a real incentive to a bank to go ahead under that kind 
of a proposition. 

Mr. Burcer. Do I understand, then, that the Federal Reserve 
bank—far be it from me to be an authority on banking ‘would dis- 
count the local bank’s paper and advance them money? _ Is it similar 
to the trade acceptance plan that was introduced during World War 
I? 

Senator Buss. The suggestion was not clearly defined in detail 
as to just what the mechanics would be, but the presumption is that 
the Federal Reserve bank would take its share of the loan, either by 
note or by participation on the books of the local bank, but that the 
local bank would remain the banker for the company. 

Mr. Burcer. Senator, I wouldn’t be in a position to pass an opinion 
one way or the other on it. 

Senator Busu. I would like very much to have you consider it and 
let this committee have the benefit of your views. 

Mr. Bureer. I will tell you what I will do. When the transcript 
is ready, I will have a copy made of those comments, and I will cer- 
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tainly coneur and cooperate and get that question put before our 
people and give this committee our opinion accordingly 

Senator Payne. All right.. Are there further questions? 

Senator SpARKMAN. May I along that line ask a question of Senator 
Bush? 

I can see the validity of that with respect to short-term loans. But 
there is one objection, that it would require the Federal Reserve to 
pass on the ereditability of the loans. I remember Mr. Martin inter- 
posed that objection. But I wonder what would be the answer for the 
larger and long term loans, the thing that I was trying to reach in my 
second bill, equity capital. 

Senator Busy. Equity capital to me means stock ownership. 

Senator SPARKMAN. For plant expansion, buying equipment and 
such as that, that would have to spread out over a period of time 
longer than these short-term loans and be in a greater amount. 

Senator Busu. As I see it, Senator, there are two classes of capital. 
One is ownership and the other is borrowed. This whole proposition 
Senator Byrd was discussing was based on borrowed capital, on loans, 
and not on equity or investment capital. 

Senator SpARKMAN. That is, operating funds? 

Senator Buss. No; that is what the funds are going to be used for. 
| am simply trying to define the two types of capital. One is borrowed, 
and the other is invested. 

Senator Payne. I think you are referring to borrowed capital, 
Senator Sparkman. 

Senator SpARKMAN. Yes. 

Senator Busu. Borrowed capital may be used for plant expansion 
or working capital, and likewise equity capital can be used either way. 

Senator SPARKMAN. And usually it covers a greater period of time 
and is in greater amount than the type of loan that Senator Byrd has 
in mind could provide for. 

Senator Busx. I am sorry, I did not get that. 

Senator SpARKMAN. Ordinarily that type of lean would be in a 
creater amount and over a longer period of time than the type of loan 
that Senator Byrd apparently had in mind. 

Well, we can discuss that in the committee. There is no need of 
our taking the time of the hearing. 

Senator Busu. I do not think Senator Byrd circumscribed it too 
closely as to the length of time of the loan or the purpose of the loan 

Senator Payne. If there are no further questions, thank you very 
much, Mr. Burger. 

Mr. Bureer. Thank vou, Mr. Chairman. 

Senator Payne. The Smaller Business of America, Mr. Kaltenbach 
and Mr. Parsons. 


STATEMENT OF S. S. PARSONS, CHAIRMAN OF THE BOARD, 
SMALLER BUSINESS OF AMERICA, INC. 


Senator Payne. Do you wish to read your statement or have the 
statement introduced and made a part of the record and proceed in 
your own way? 

Mr. Parsons. I think perhaps that would be the best way. We 
would like to amplify a little bit. 








346 GOVERNMENT LENDING AGENCIES 


Senator Payne. Then, without objection, the statement submitted 
by the Smaller Business of America, Inc., will be made a part of the 
record at the end of your oral statement. 

You may proceed in your own way. 

Mr. Parsons. We have some other suggestions that we will offer 
on some other bills, and we don’t want to take too much time on this 
particular bill. 

Frankly, it is our feeling in our group, Smaller Business of America, 
which is mainly in Cleveland, where we have 1,200 active companies, 
and the general opinion has been after 4 or 5 years of discussion on 
credit to small business, that the insured loan is the real answer. 

Senator Bush just brought up the question of getting tbe local 
banks to loan to business. In the discussion with Senator Byrd he 
answered it very well in one way, that the local banks cannot make 
many of these loans, gentlemen. It is not because of their wishes, 
but because of their State banking restrictions. 

We wish to emphasize that these same banks over the years have 
been able to make FHA loans to the same individuals that they could 
not make a loan to without the insured guaranty. 

We think, frankly, that Senator Sparkman’s 5. 1912 is the best bill 
that we have seen this spring in Congress regarding small-business 
credit. We cannot emphasize this too much. In other words, while 
we are in favor of the Small Business Administration continuing, 
possibly giving them some loan authority, we feel that the scope of 
action of the Smal! Business Administration would be very limited as 
far as the general country is concerned, loaning to business al over. 

The real availability of credit to business is through our banks and 
our insurance companies. We have a pretty good cross-section right 
in Cleveland. We have been working for over 5 years with our own 
banks, 3 or 4 big ones and several of the smaller ones. 

Incidentally, we have even had some of our larger banks set aside 
specific amounts of money to loan to small business with its attendant 
risk at a higher rate and strangely enough over the past 2 years 1 of 
our biggest banks has only used 25 percent of the money allotted. 

Gentlemen, this is the hump we have got to get over in getting 
credit for small business. The loaning officers, the branch managers 
of these banks, from their training were ntaurally reluctant to extend 
credit in many cases where it is a risk loan. The minute you put 
an insured-loan basis on it like the FHA, in many cases these loans go 
through immediately. 

After all, FHA is the only organization of its kind that we have 
created in the last few years that has really built up a surplus, and 
that is based on a half of 1 percent. Senator Sparkman’s bill calls 
for 14% percent. We frankly question whether you will need 1% 
percent to protect yourselves on that. 

Senator SPARKMAN. Did you say you wanted to finish before you 
had questions? 

Mr. Parsons. No; go right ahead. 

Senator SPARKMAN. May I say that in my statement made to the 
committee yesterday, I raised that same doubt and explained that the 
only reason I used the 1 percent was because that was the rate which 
the Federal Reserve Board set in the bill almost identical with this 
bill which it sent up to this committee some 3 years ago and asked us 
to enact into law. 
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Mr. Parsons. I think you have a remarkable record in another 
Federal Intermediate Credit Bank System that has existed for 20 
ye ars. 

Senator Bush, you have some very good men in Connecticut who 
have been associated with your First Intermediate Credit Bank at 
Springfield, with which I am quite familiar. In fact, I have a brother- 
in-law who runs a bank up in Connecticut. I think he is head of your 
Connecticut bankers this year. He was formerly the treasurer of 
this Federal Intermediate C redit Bank which has been loaning money 
for 20 years to the farmer, which is nothing else but small business. 

There is not a loan they make through one of their cooperatives 
that any one of our banks would look at, or 90 percent of them. Yet 
they have been loaning money to the farmer for 20 years, and they 
only had originally $10 million in their se tup in these Federal Reserve 
districts. I “think Springfield has loaned between $300 and $400 or 
maybe $500 million every year for the last 10 years 

When the Maine potato crop failed, it took 3 years to repay those 
loans, but they were all repaid. Gentlemen, those are not mortgage 
loans. Those are loans made in the spring for seeds, fe rtilizer, crops, 
machinery, and whatnot, to many individuals who have very small 
credit standing in their own communities. 

But the salient point is the fact that those loans are all being made 
by local cooperatives who know those farmers. I think the success 
of any credit system that the Government or anybody else can 
institute is to have it made by local agencies who know their borrowers 

We in Cleveland have really worked with our banks, and our banks 
have worked with us. Still there are many cases where there are 
obstacles. With many banks the biggest hurdle is the loaning officer. 
The success of many of these men in the banking institutions is the 
safety of the loans they make. Their records are judged by that. 

Why should they stick their necks out for some small business when 
they have ple nty of places to put their money 

Now let’s take the North American Bank, o r half a dozen others 
in Cleveland. Our small banks would like very much to have an 
insured loan because they have pet customers, just as you remarked 
a little while ago, that grow beyond the credit of any small bank. 
If that bank can make an insured loan, and that insured loan ought 
to be made in such a way that it is collateral so that the banking 
examiner coming into the bank can say, “Here is a safe loan. We are 
not questioning the credit of the individual, because it is an insured 
loan.” 

That local small bank can use that collateral, that note, with the 
Federal Reserve System in case of a run to produce cash. I think 
then you have answered the credit problem of small business, and 
| believe if this were done and really followed up that you gentlemen 
would have the answer to this without building up a big Federal 
agency like RFC, or anything of the sort. I pe rsonally believe that 
if this kind of system were ‘installed that you wouldn’t limit it to 
$250,000. 

Many of our businesses, with the present tax responsibilities, can’t 
accumulate sufficient working capital to properly keep their plant 
and equipment in shape. This applies to medium and big business 
as well as small. You take a piece of equipment that you bought 
10 years ago for $10,000. If you go in the market to get it tomorrow, 
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it is $30,000. On a train last night coming down, I came down with 
one of the principals of the Medusa Cement that I do some business 
with. That is a big company with a lot of money. The manager 
of this company said to me, “What are we going to do? Here I am 
just replacing the powerplant at Bay Bridge. We bought that in 
1910 for may be $200 000. We have got to re place it, and it is costing 
us $800,000 to $900,000 to replace it. Where are we going to get 
that differential if this thing keeps on?”’ 

We have got to have money to keep small and medium-sized busi- 
ness up to date and efficient. The only way that I see we are going 
to get it is to borrow it over 5-year term loans. We are talking abou' 
our defense picture. After all, it is just as necessary to have our 
plants in shape to build equipment overnight as it is to have a standing 
army. If we could only get the money to these small businesses, we 
would keep them in shape at their own expense and not at the last 
minute have to scramble to get equipment that does not exist when 
there is an emergency. 

Gentlemen, I cannot emphasize too strongly that in this bill we 
believe that this has the essence of doing the job, and you have the 
pattern there with your Federal intermediate credit bank and with 
your FHA system. 

I am going to give the rest of the time to Mr. Kaltenbach on a 
couple of the other bills that we are approv ing. 

Senator Payne. Are there any questions? 

Senator Doveias. Mr. Parsons, I would like to ask this question 

We normally divide the capital of the business between working 
captial and fixed capital. Working capital is the supply of raw 
material which is processed and the “labor which you pay for. Nor- 
mally, this is financed by bank loans and paid for out of the sale of 
processed articles. 

Fixed capital, plant, machinery, equipment, and so on, is the other 
item. 

Do you feel that there is a need for additional credit for small 
business in both of these fields, or in only one of these fields? 

Mr. Parsons. Primarily, I am interested in the working capital 
which, in my mind, regardless of how you may classify it, “ineludes 
replacement ‘of existing equipment. You are supposed to build it up 
in depreciation through the years so you have enough money when a 
piece wears out to buy a new one. But you can’t build it up. You 
don’t get allowed depreciation on the basis of new equipment, but on 
the basis of what you paid initially. 

In the second place, we need more working capital without question 
This insured loan would not necessarily be just an equipment loan. 
You might have other situations building up the volume of your 
business or increasing your labor forces or even, to be frank with you, 
paying back taxes in some cases when you got ina spot. I think over 
40 percent of business is delinquent in some form of tax or other today. 
While no bank will give you a loan to pay off a tax, sometimes you 
borrow money for something else, and the tax gets paid. I don’t 
think we can overlook that, gentle men, that we have got to keep these 
companies solvent. 

Senator Dovetas. Normally, I had always thought, following the 
question which Senator Lehman asked, that the chief complaint had 
been inability to get capital for plant, machinery, and equipment 
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which could not be paid back out of current sales, but the physical 
life of which would be 10 years or more. That you would expect to 
pay back out of earnings in 5 or 10 years. 

Mr. Parsons. We might have a contract, Senator Douglas, that 
lasted 3 years. Despite a little preparation for that contract, you 
would need to borrow money over a 2- or 3-year period. There are a 
lot of conditions coming up today. We get out of this defense work 
now, and we are going to have to turn around and buy new equipment 
to get into something else to keep our organizations going. We are 
going to have to borrow money in small business in the next 2 years, 
more than we have ever had to. 

Senator Dovetas. And you feel that the present commercial bank- 
ing structure is inadequate even for working capital? 

Mr. Parsons. They are not in a position to make a lot of these 
loans every 90 days. They can make revolving loans, but then you 
have got torun to 2o0r3 banks. The normal procedure is that current 
borrowing should be terminated once a year. In other words, they 
will want to clear their books once a year to show it is a liquid loan. 

Senator Dovetas. Generally, they will renew. 

Mr. Parsons. Not until you make a gap, unless you are doing 
business with 2 or 3 banks. You will have to pay off the John Jones 
Bank and go into the other bank and borrow in that interim period. 
The average small business man hasn’t got the financial savvy to do 
that. That is one thing that hits him. 

Big business goes in and borrows from 3 or 4 banks and lapses its 
loans, so they all say they are current. 

Senator Doves. The illustrations that you give are primarily of 
working capital such as seeds, fertilizer, supplies, payrolls, and so on. 

Mr. Parsons. There might be some special equipment that they 
need for those periods. Loans are also made for that under that 
system. You have a capable setup in Connecticut, Senator Bush. 
[ wish you would talk to Mr. Stebbins about it some time. He 1 
head of the Connecticut Bankers Association. 

Senator Busu. I know Mr. Stebbins. 

Senator PAyNr. Yesterday we had testimony from the Ametican 
Bankers Association to the effect that they oppose the insuring of 
loans, if I understood it correctly. 

Mr. Parsons. Some of them have taken that attitude. We have 
had that resistance for a while in Cleveland. Now they are so 
anxious to get 1id of RFC and Government participation in loaning 
that they would far rather have the insured loan. I had three of the 
principal banks tell me when | submitted this bill to them last week 
that they saw no objection in this 1912 insured system. 

One thing, of course, that caught their eye was that it didn’t have 
a limitation on their interest rates. 

Senator Busn. You did discuss that with some of your local banks? 

Mr. Parsons. Yes, sir. 

Senator Busn. And they thought that was a pretty good ides 

Mr. Parsons. Yes. Of course, they are raising their savings and 
loan rates to 2 percent in Cleveland so they were glad we “didn’t 
stick a 4 or 4% percent interest rate on that because they expect to 
have to get about 5 percent on these loans. 

Senator SpARKMAN. May I make the suggestion? I think I am 
historically correct in saying that the American Bankers Association 
was opposed to the FHA insurance plan. 
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Mr. Parsons. They were to start with. 

Senator SparKMAN. You may recall the tremendous amount 
of resistance among the banks at that time in getting that program 
started. Once they learned about it, they went into it pretty freely. 

Mr. Parsons. We feel, gentlemen, that we are actually going to 
have a lot harder time selling the American Bankers Association 
than we are Congress on this thing. 

Senator Payne. Let me ask you a question here. 

Mr. Parsons. We have got to work on it. 

Senator Payne. Can you tell me what the difference is in this? 
The statement was made that it would be discriminatory to enter 
into an insured basis on these so-called borderline or twilight zone 
cases in which the normal credit channels of the bank were not 
available. 

Mr. Parsons. My answer is that there is nothing in S. 1912 that 
discriminates against United States Steel borrowing $250,000 under 
this setup. 

Senator Payne. Now let me ask you this: 

When the bank has entered into installment credits for the little 
fellow who wants to buy an automobile or furniture for his home, 
or equipment, and so forth, is the rate that is charged the same 
rate that is charged Johnny Jones who goes in from business X across 
the street? 

Mr. Parsons. No. 

Senator Payne. Is not that discriminatory, then? 

Mr. Parsons. Sure. I was sitting in the office of one of the prin- 
cipal vice presidents the other day and he was specifying three differ- 
ent rates of loans on mortgages, whether this was a prime one, a good 
one, or not so good. In other words, there is no question they change 
the rate based on the credit of the customer. 

Senator Payne. Why do they do it? To provide insurance by 
stepping up the rate so there is a reserve established to make good 
for the ones who do not pay off? 

Mr. Parsons. I don’t believe that small business would bat an eye 
on a half of 1 percent extra rate if they could get this money when 
they wanted it. 

Senator Busa. Mr. Chairman, I do not think that is quite right. 
A smaller loan obviously costs more to service per dollar of loan than 
a larger loan. The rate can justifiably be much lower on a large loan 
than on a small loan. 

Senator Payne. I am not in the banking business, but would the 
rate increase 100 percent? 

Mr. Parsons. Oh, no. 

Senator Busu. It has. I do not want to quote exact figures, but 
to give you the order of the difference, most of the banks today that 
make small loans of $200 or $300 will charge 6 or even 7 or 8 percent, 
counting the discount, on this type of personal loan. Of course, the 
finance companies, like the Household Finance Corp., charge over 30 
percent on a $50 loan. But by the same time the same bank which 
may be charging 6 or 7 percent on a personal loan of small size may be 
lending to a large borrower on a secured basis at 3 percent. 

Senator Payne. That is right. 

Senator Bus. So it could be doubled without being discrimina- 
tory in an ugly sense. 
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Senator Payne. But there is an insurance factor in that rate. 

Senator Busxu. The insurance is against the operating cost rather 
than the risk. The risk might be very good in both cases, but the 
discrimination in the interest rate is due to the service required per 
dollar of loan. 

Senator Payne. Yesterday we had several very interesting cases. 
One of them happened to be in the agricultural field. It had to do 
with the establishment of a nitrogen plant in Mississippi servicing 
12,000 of the farmers in that area and providing fertilizer. They 
were unable—and they explored every avenue—to get additional 
money. They went to private banks on a participating basis, they 
went to financial institutions, they went to insurance companies, and 
right on down the line. In every case it was out. 

Finally, as a last resort, they came to the RFC. As a result of 
an RFC loan, they were able to go into it. The operation has been 
very successful and is now furnishing not only their needs but is 
playing a very important part in providing the supply of nitrogen 
which is needed at this time. 

Mr. Parsons. I don’t believe there is any question that the Federal 
intermediate credit bank could have made that loan if they had been 
active in that district. 

Senator Busu. I have not the advantage of the background of some 
of these gentlemen on this. 

Will vou tell us a little about the Smaller Business Association of 
America? 

Is that a trade association? 

Mr. Parsons. No. 

Senator Busu. What is it, a membership association? 

Mr. Parsons. It is merely a group of small businesses, commercial 
and manufacturing, 

Senator Busu. Is it national in scope? 

Mr. Parsons. We started out to have it national. We have only 
been national in the fact that we cooperate with the New England 
group, and we cooperate with other groups. 

Senator Busu. Do you have members in different States? 

Mr. Parsons. No, sir; it is practically all in Ohio. 

Senator Busn. Does it cover the State pretty well? 

Mr. Parsons. The northern half of the State. 

Senator Buss. How many members do you have? 

Mr. Parsons. We have got 1,200 active ones, and I am not counting 
any that may be secretaries for other associations. We might have 
20,000, if you count that way. 

Senator Busn. Your organization is a nonprofit institution? 

Mr. Parsons. Nonprofit. 

Senator Busan. How do you finance it? 

Mr. Parsons. They pay $25 to $50 dues a year. None of us that 
are active in the—none of us except our office staff, our secretary- 
treasurer—none of us get anything out of it at all. 

Senator Busn. Are you occupied in business yourself? 

Mr. Parsons. I have my own business. This is just a job, as far 
as we are concerned. We are interested enough to come down here. 
Nobody pays anything to anybody associated with our group. 

Senator Busu. That is very interesting. 

Thank you very much. 
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Senator SpaRKMAN. May I say in that connection that I have 
known this organization for some time. I have known Mr. Parsons. 
and I have known Mr. Kaltenbach. I have known a number of 
their members. I can testify to the fact that they have done a very 
fine job in the State of Ohio. 

Senator Busx. I would like to say, Mr. Chairman, that I am 
favorably impressed with this gentleman’s testimony. I think it was 
very good. 

Senator Lenman. May I ask a question? 

Senator Payne. Senator Lehman. 

Senator Leaman. Am I right in believing that the reason the banks 
are averse to making the loans, particularly to smaller companies, for 
working capital, or for the procurement of new machinery —it is very 
difficult to differentiate in a loan as to the purpose for which it is go- 
ing to be used—that what makes these banks very reluctant in the 
absence of a guaranty is that they know that the loan is going to be- 
come a frozen loan and that they are not going to be able to keep 
themselves liquid. Whereas if there was a guarantee that the loan 
could be rediscountable, or negotiable anyhow, and the bank could 
in that way keep itself liquid or secure liquidity in the event of an 
emergecy. Am I right on that? 

Mr. Parsons. Yes, sir. 

Senator Lenman. Am I also not right that many small concerns 
hestitate to go to a bank or to accept a loan from a bank on a short 
term because they realize that when that short-time loan becomes due, 
unless they have got pretty wide banking facilities that they are not 
going to be able to pay it off? They can put themselves in a very 
tough position. 

Mr. Parsons. In other words, small business hasn’t had a break, 
as far as term loans are concerned, Governor Lehman. It is not always 
a question of the bank worrying about the immediate future of these 
loans. If we go over 2 or 3 years, the banks take the attitude, ‘Well, 
here, defense spending may be off and maybe all these loans will get 
froven. We don’t want to go into it.” 

Unless we spread the thing on a broad base, you can see the banker’s 
point of view. We had a big discussion with the banks a few years 
ago about our troubles in the thirties with loans. The particular 
thing was, when they analyved their losses from loans in the thirties, 
that most of the losses in loans to the banks in the thirties were not 
small business but big dollars and cents. 

There were very sizable concerns that gave them trouble. Since 
then the banks in the last 3 years have eased up in Cleveland. But 
still we haven’t got what we want, and we know we won’t get it unless 
we get insurance on those loans. 

Senator Payne. Do you have any questions, Senator Bush, or 
Senator Beall? 

Senator Frear? 

Senator Douglas? 

Thank you very much. 

(Mr. Parson’s prepared statement follows:) 
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ATEMENT OF S. S. Parsons, CHAIRMAN OF THE Boarp, SMALLER BusINEss 
or America, INc., CLEVELAND, Onto 


Our organization, Smaller Business of Americe, Cleveland, Ohio has been 
studying the credit problems of small business for over 5 years in our legislative 
ommittee in conferences with our local banks and in many discussions with 


our State and congressional representatives. 


We have had a number of meetings with the Senate Small Business Committee 
juring the past 2 years and we feel that the insured term loan plan is the ulti- 

ate goal to attain. 

The general public and the banks are fully conversant with the present FHA 
type of loan which has been so successful for homeowners and which is operated 
vith little or no criticism. FHA has actually paid its way and accumulated a 
tremendous surplus without cost to our taxpayers. It is true that its basic 
tability has rested on the value of real estate, its lesser risk than a business loan 
and % percent has been adequate to pay its expense and accumulate its surplus. 

However, the Government has for more than 20 years been making business 
loans with its attendant risk to one segment of small business of the country, 
amely the farmer, through the Federal Intermediate Credit Bank System in 
each Federal Reserve District. While this is a business risk loan, the writer is 
nformed that its losses have been less than \% or 1 percent in this 20-year period 
[hese loans are strictly term loans usually of 9 months duration for seeds, fer- 

izer, supplies, labor of raising crops and are not secured by farm mortgages 
One year the entire Maine potato crop failed and two-thirds of the loans in that 
irea were carried over until the second and third year and then 100 percent 
iquidated. 

Except in agricultural circles little is generally known or understood about this 
method of borrowing which is done principally through local cooperatives who 
were familiar with the type and character of the lenders. We are informed that 
very Federal Reserve District handles from $100 million to $500 million of these 
ans every year and still have not asked for a cent beyond the original $10 million 
allotted to each district. This has been a tremendous factor in the last 20 years 
in stabilizing and adding to the prosperity of the farmer. Why should not com- 
mercial and manufacturing small-business men be assisted by a similar system 
which has proved its soundness? 

We heartily endorse the loaning of money to small business through our local 
banks and financial institutions who can make these loans with the full knowledge 
f the people who they are doing bu ifs with and with no political strings at- 
tached. The handling of insured loans by the Federal Reserve Bank System, its 
nember banks and other recognized financial institutions at 149 percent or perhaps 
less per year insurance rate should prove profitable, sound, and feasible means of 
extending credit without setting up some brand new govermental organizatior 

In discussing the insured loans with many bankers and financial institutions, 
it is evident that many of them who first objected are beginning to see the value 

1 soundness of such a plan. Small banks in many cases have customers who 
row beyond the line of credit which any small bank can extend under its State 
und Federal laws but would be able to handle the larger insured loans which if 
ecessary could be discountable with our Federal Reserve banks 


Even many of the large banks, who in many eases would rather have direct 


loans than FHA insured loans, can definitely see advantages of insured loans to 
rood customers who might not qualify for a direct term loan particularly over a 
9-year period 

Gentlemen, you have here a plan which all small and medium sized businesses 
certainly would whole heartily subscribe to when its full significance becomes 
generally known. 

More than two-thirds of you, our present members of Congress, have close 
connections with small business in vour own districts and realize the pressure they 
are working under, under our present tax responsibilities. 

Small business as a whole cannot save enough working capital under the present 
conditions to buy new up-to-date equipment to cut their operating costs. The) 
cannot take on increased volumes of orders because the cash is not available and 
the source of private individual investment has steadily dwindled. 

The manufacturers of heavy machinery and equipment are looking forward with 
dread to the slowing up of heavy defense spending. This slack could be broken 
up and the reequiping of general industry steadied and strengthened if small 
business could get 5-year loans to replace obsolete equipment and keep the facili- 
ties of America ready for increased production for war or peace. 
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Designs of army guns, tanks, naval equipment and aircraft can be obsolete 
within a 10-year period but if America has the machinery to start overnight on the 
latest weapons of war it means as much as a nucleus of a standing Army, Nay 
or Air Corps. If America has thousands of shops with up-to-date equipme: 
nothing could better guaranty its security in the future. 

Gentlemen, we need to pass this bill and now for the sake of the continued 
progress of our free-enterprise system and as an aid to the prevention of possible 
nationwide business depression. 

Whether taxes are or are not reduced, we believe that the passing of S. 1912, 
with its proper administration under the Federal Reserve System, would do mor 
to stabilize and encourage small business than any other bill or idea before th, 
Congress at the present time. 


Senator Payne. Mr. Kaltenbach. 


STATEMENT OF ERNEST J. KALTENBACH, GENERAL CHAIRMAN, 
LEGISLATIVE AND TAX COMMITTEE, SMALLER BUSINESS OF 
AMERICA, INC. 


Mr. Kavrenracn. Mr. Chairman, I think I will let the testimony 
I have put in go into the record. I will not read it. 

I am here to testify on S. 1523, the Small Business Administration 
bill. 

Our organization believes firmly that this bill should be passed, as 
it creates an independent agency which would be permanent and not 
subject to dictation by any other bureau. It would also have the 

right to lend money either directly or through participation with 
various banks. We believe that small business should be represented 
in Washington and throughout the country. 

Senator Payne. If I understand correc tly, your organization favors 
both the Sparkman bill, S. 1913, and also S. 1523, known as the Thye 
bill. 

Mr. Kartenracn. That is right. 

We believe there is a great need for capital investment money 
Some small companies might have trouble in getting this organization 
to buy their stock due to the fact that it might not be marketable. 

Senator Payne. Do you feel that the $100,000 limitation as incor- 
porated in the Thye bill is preferable to the $250,000 which I believe is 
incorporated in Senator Sparkman’s bill? 

Mr. Kaurensacn. I think the $250,000 in the Sparkman bill can 
be used for more than $100,000 in the Thye bill. I understood in the 
Thye bill that the $100,000 was only to be used in case you had a 
Government contract and needed money. 

Senator Payne. No, it is for very broad purposes. 

Mr. Katrensacn. Well, of course, you have to be refused by a 
local bank, too, in the $100,000. Of course, if you have S. 1912 and 
you have an insured loan, you might not be turned down so then you 
might not have to go get the money under the Thye bill. 

Senator Payne. Can you visualize instances of where it might be 
even desirable to have the authority beyond $100,000 or $250 000? 

Mr. Katrennacn. Yes, I can. There might be cases where the 
$250,000 might not be high enough. 

Senator Payne. And if you had your structure established on a 
sound base, would there be need of placing any limitation on the 
amount? 

Could you allow each case to stand on its own feet? 
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Mr. Kaurensacn. I think each case should be on its own basis. 

Senator Payne. Senator Bush. 

Senator Busu. Did | understand you to say that you think an 
agency should be set up which could make loans directly to the small- 
business man without his having to go to a private bank? 

Mr. Katrensacn, No; | think the small-business man should go 
to the private bank first. 

Senator Busu. I misunderstood you, then. 

Mr. Kaurenspacu. No; he should go to the private bank. I said 
in the Thye bill in order to borrow you have to be denied by your 
local bank. 

Senator Busu. I thought you said you did not approve of that 
feature of it. 

Mr. Katrenrnacn. No; I didn’t disapprove that feature. 

Senator Busu. I am glad to get it straight in the record. 

Senator LenmMan. You referred to the difficulty of the small com- 
pany securing additional capital through selling some of its securities. 
| wonder whether you will not agree with me—and I speak with some 
considerable experience in the placing of securities—that it is sub- 
stantially impossible for a small company to raise money through 
the sale of securities because that security would have no ready market. 

Mr. Katrenpacn. That is right. 

Senator LEHMAN. It might be a completely good record, but it still 
might be impossible. 

Mr. Katrenspacn, If it is held by the family, that stock isn’t 
marketable even in a good company. It is hard to float another issue 
to outsiders because of it. That stock is only good to the family. It 
is not good to anybody else. In the same way, you can’t borrow 
money on that stock. 

Senator Leaman. My experience is that it is substantially im- 
possible for a small company to raise money through the sale of 
securities, 

Mr. Kaurensacnu. If this national investment bill goes through, 
whether they will even float an issue on a basis like that, | don’t know, 
I think it has its merits, but I don’t know whether it will work or not. 

Senator Payne. Senator ees 

Senator SrARKMAN. The Chairman asked you awhile ago if you 
were endorsing both S. 1523 and 8. 1913. I did not include 5. 1912. 
[ understand you endorse that, too. ‘That is the insured loan. 

Mr. Kavrensacu. I think they all have their places. 

Senator Payne. Senator Douglas? 

Senator Dove.ias. Mr. Kaltenbach, in Germany about a century 
ago they formed cooperative credit banks for small business, and the 
small-business men were then primarily handcraftsmen. They 
combined to create credit which would be used for working capital 
and simple tools. They have had a relatively high degree of success in 
Germany, although as they have moved into the machine period their 
requirements have increased and the difficulties of the small banks 
were greater. I have frequently toyed with the idea of the possibility 
of creating cooperative banks for small business similar to those banks. 

Have you ever given that any thought? 

Mr. Kaurensacu. No, sir; I haven't. 

Senator Dovetas. Mr. Parsons, have you ever given that any 
thought? 
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Mr. Parsons. We refer to that in our presentation here. 

Senator Dovucias. But have you ever thought of those for small 
business? 

Mr. Katrensacn. You mean like forming a company of your own? 

Mr. Parsons. The difficulty, as I look at it, is that you have two 
sets of circumstances. In the agricultural field you have the cooper- 
ative setup all over the country. You are familiar with the small 
farmer and have been doing business with him. We haven’t any such 
organization that we could use over night for small business, but we 
have our banks, our finance companies, “and our insurance companies, 

The banks, in my mind, are the ones we have to sell on doing this job. 

I don’t believe that tomorrow if you put all these different invest- 
ment companies in the Federal Reserve districts, it would affect 2 per- 
cent of business for 10 years. We are interested in using the existing 
facilities. We believe that these bankers can be sold on this. There 
are a lot of them that objected to the insured loan 3 years ago, but 
who are talking about it now. But we all have to get together on it 
if we are going to get something through because you can’t go off in 
too many diferent directions. 

Everybody wants to help small business, but we have got to get a 
plan. Mr. Kaltenbach is speaking for these other bills. ‘We will not 
buck these bills because we think small business needs assistance 
But our pet bill is the insurance bill. 

Senator Douc.ias. Because it would utilize existing credit institu- 
tions? 

Mr. Parsons. And immediately. In other words, your smaller 
business setup, after all, has not affected half of 1 percent of business 
in the past 2 years it has operated. 

Senator Dovetas. I am very favorably impressed with that bill, 
but you can see some of the difficulties which come out in comparison 
with the analogy to FHA. In FHA, you have the Federal Housing 
Administration laying down certain standards of construction and 
standards of amortization, and so forth. 

They have standardized a good many of the building practices 
They deal with a special segment of business which can be relative ly 
clearly defined. But you have manufacturing and trade ranging over 
a wide range of industries, and it is very difficult to work out a criteria 
which a firm should follow in order to have itself qualified for insured 
loans. 

Mr. Parsons. Who knows better the risk than the banker? 

Senator Doucias. You mean if he takes 10 percent of the risk 
that that will make him careful? 

Mr. Parsons. Yes. 

Senator Dovuatas. In other words, do not lay down any standards? 
Insure any loan that he passes up here? 

Mr. Parsons. One of the biggest bankers in Cleveland said, 
wasn’t for this bill, but since you have got it so they are taking a i 
percent responsibility in the small banks, I will be for this bill.” 

Senator Dovuc.ias. We have to steer a nice course between the need 
to provide reasonably small business capital and the danger of under- 
writing every venture that comes up. 

The leaving of 10 percent of the residual risk to the banker, you 
think, would be a sufficient amount? 
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Mr. Parsons. As I understand, the Sparkman bill may give an 
actual cash loan of a hundred percent to the bank and the Govern- 
ment is insuring that loan. Maybe the small bank or the big bank 
will loan 100 percent of the money. That doesn’t say that he has to 
get 90 percent from the Federal Reserve. He is only going to take, 
actually, the credit loss of 10 percent under the bill. 

Am I right, Senator Sparkman? 

Senator SpaRKMAN. Yes. My ideaunderS, 1912 was for the private 
bank to make the loan, and for the insurance fund to be set up to in- 
sure 90 percent of that. It is not a participation. It is an insurance. 

Senator Dova.as. But is the 10 percent potential loss sufficient 
guaranty that the loans will be made carefully? 

Senator Payneg. If you will yield just a moment, I think Mr. 
Kaltenbach has a comment to make. 

Senator SFARKMAN. I will say that the 90-percent guaranty was 
the schedule that was set by the Federal Reserve Board when they 
recommended this identical legislation some 3 years ago. 

Mr. Kavrenpacn. | have a problem in my own business where 
I could use a new horizontal boring mill. The machine will cost me 
around $50,000. I think to get it installed and tooled up will cost me 
another $10,000 or $15,000. That will make $65,000. I can buy the 
machine through the company on a year plan, but that will strip me 
of all my working capital. I can’t get the loan through the bank over 
a period that I would like to have it of at least 4 years. 

With this short-term loan, I believe I could swing the deal. A lot 
of the smaller companies are up against the same thing. We have 
work right now that we could do on that machine, but I can’t add 
2 and 2 and come out to 4 with the taxes and everything. 

Senator Busu. The tax burden is one of the reasons you are having 
such a hard time laying money aside. 

Mr. Kaurensacu. That is one of the things, but also depreciation 
on the machine is another problem. If we get that machine, it might 
be obsolete before vou ever get it all depreciated. 

Senator Busa. What do you think about depreciation? Do you 
care to comment on that? Do you think you should be allowed more 
freedom in determining your depreciation rates? 

Mr. Kavrensacu. Yes. 

Senator Payne. Would not that permit industry generally to step 
up their retooling and modernization? 

Mr. Kaurenpacn. Absolutely. 

Senator Busn. Do you think that a company should be allowed, 
for instance, to set its own term and rate of depreciation within some 
limits so it could not be written off in less than 5 years, or some 
such period? 

Mr. Kaurensacnu. Of course, if you write your equipment off too 
fast you will get in trouble, too. 

Senator Busn. Would you favor a ruling or legislation that would 
say a company can write off new equipment in any period of years, 
not less than 5 years, in its own discretion? In other words, let it set 
its own depreciation? 

Mr. Kaurensacu. I think it would be a very good idea, 

Senator SpARKMAN. Not to exceed the life of the property. 

Senator Busu. Yes, between 5 and 25, or something like that. It 
should not exceed the useful life of the product. 
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Do you think that would be generally popular among small- 
business men? 

Mr. Kaurensacu. I think it would be very popular. 

Senator SPARKMAN. Would it be popular among all business? 

Senator Busu. Well, | was addressing him as representing small 
business, but I personally believe that the Senator is right, that it 
would be popular among larger companies. I was trying to get the 
feel of the smaller business man. 

Mr. Katrensacn, The big companies probably would just as soon 
write it off over a longer period of time as the smaller ones. 

Senator Busu. Have you ever made any point of this in your 
association? 

Mr. Katrensacu. We have discussed it in your committee, but 
we never come up with anything that is agreeable to the whole com- 
mittee. We have talked about it. 

Senator Payne. Senator Capehart, the chairman of the committee, 
who was unfortunately unable to be here today, set forth the other 
day in connection with the testimony of Secretary Humphrey certain 
specific thoughts that he had in mind. I am sure they are going 
to be given study by the Treasury Department in connection with 
some of these matters we are discussing. 

Mr. Katrensacu. We have talked about the depreciation in 
the Senate Small Business Committee. Some of them have expressed 
those opinions several times. I think some of the members of the 
Senate Small Business Committee are in favor of a more flexible 
depreciation. 

Senator Payne. Are there any further questions? 

Senator Frear? 

Mr. Katrenspacu. Mr. Chairman, before I go, I would like to 
leave the policy of the Smaller Business of America regarding the 
Reconstruction Finance Corporation with you. 

Senator Payne. Without objection, that will be incorporated 
in the record. 

(The information referred to follows:) 


SMALLER Business or America, INc., CLEVELAND, OHIO 
STATEMENT OF POLICY RE RECONSTRUCTION FINANCE CORPORATION 


We see no reason for the continuance of the Reconstruction Finance Corpora- 
tion provided suitable legislation is set up, to take care of small business firms 
when they cannot secure needed and reasonable loans through private institutions 
such as is contemplated in the Small Business Administration, bill No. 1523 and 
in the insured FHA-type lean contemplated in Senate bill No. 1912. However, 
we would be opposed to the discontinuance of the Reconstruction Finance Corpora- 
tion if other legislation is not set up which would take care of the small-business 
loans when they are warranted and when small business is unable to secure same 
through private lending institutions. 


STATEMENT OF POLICY RE SMALL BUSINESS ADMINISTRATION 


We wish to go on record supporting Senate bill No. 1523 known as the Thye 
bill establishing an independent and permanent Small Business Administration. 
Small business firms constitute from 93 to 96 percent of our business economy 
and should rightfully have representation in Washington and over the country in 
recognition of this tremendous percentage of business as a whole. Small business 
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has gained some recognition during times of war by having a Small Defense Plants 
Administration and previously the Smaller War Plants Corporation, however a 
permanent agency in the Government is imperative to the well-being of these 

aller businesses. While we believe other agencies of the Government have 
endeavored to look after the interest of small business and while all business is 
of the same family, small business is treated as a stepchild on so many occasions, 
which does not make for the best results in our economy. 

We particularly approve of the section of this bill which authorize the Small 
Business Administration to make direct loans to small businesses up to $100,000 
per borrower rather than making recommendations to some other agency who 
would have the power of either granting or denying such a loan. 

We are in favor also of the Small Business Administration having the power to 
participate wit h the banks and other lending institutions in loans to small business 

We believe that creating a permanent Small Business Administration is a move 
in the right direction to give all business equal opportunity 

Summarizing we are pleased to support this bill establishing a Small Business 
Administration as: 

1. It is to be a completely independent Government agency in its own right 
looking after the interest of small business 

2. It will report to no other Government bureau or agency, but direct to the 
President of the United States of America, the President of the Senate, and the 
Speaker of the House, 

3. It will be a permanent agency (not merely a temporary or emergency 
agency). 

4. It will be empowered to make loans directly to small business and to par- 
ticipate when expedient with private lending institutions in making loans to smaller 
business. 





STATEMENT OF POLICY RE NATIONAL INVESTMENT COMPANIES 


We are in favor of the Sparkman bill known as S, 1913 establishing National 
Investment Companies. Small business has had a very difficult time in securing 
equity capital largely because of the cost of floating new issues of capital stock in 
relatively small amounts, and because high taxes has dried up sources of risk 
capital; and also because the stock of a small corporation does not have a ready 
market as it is generally not listed on any stock exchange although the corporation 
may have outstanding possibilities and an excellent product, 

We believe that in furtherance of our continuously expanding economy due to 
the increase in population and the decline in the value of the dollar, a way must 
be found to take care of this problem, ‘The problems faced today, with the high 
taxes and Government regulations make it necessary for a business to have addi- 
tional capital for continuance and expansion of its business to meet the needs of 
our present economic status compared to years ago when the businessman did not 
have all of these problems. 

The National Investment Companies set up in this bill will make possible 
continued stability and soundness of small business whereby it will not be necessary 
for them to liquidate or be absorbed by big business. 


Senator Payne. Gentlemen, it is now a quarter of 12. We have 
yet to hear from five other witnesses. It will be necessary for us to 
recess at approximately 5 minutes of 12, and this afternoon we will 
meet at 2 o’clock in room G—16 of the Capitol Building, which is the 
Interstate and Foreign Commerce Committee room on the gallery 
floor. You may ask any of the attendants over there, and they will 
advise you of the location of the room. We will try to be back in 
session again at 2 o’clock. 

May I ask Mr. Hubert Barchoff, of the National Association of 
Independent Business, Inc., if he thinks he will be able to conclude 
his presentation now in about 5 minutes? 
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STATEMENT OF HERBERT BARCHOFF, CHAIRMAN OF BOARD OF 


the great 


DIRECTORS, NATIONAL ASSOCIATION OF INDEPENDENT BUSI- be true, 
NESS straight | 
(The t 


Mr. Barcuorr. I think I can do this quite hurriedly. My state- 
ment is short, and if you want to omit the reading of the statement, The 
I can do that. 

Senator Paynz. Is that agreeable to you? 

Mr. Barcuorr. Yes. 

Senator SpaARKMAN. And it will be inserted in the record. 

Senator Payne. Without objection, the statement will be inserted amie 
in the record at the end of Mr. Barchoff’s oral statement. 

Mr. Barcnrorr. Our organization is a nonprofit, nonpolitical organi- 


zation. 1am chairman of the board. I get no salary. My occupa- 1 ced Wilton Ot 


tion is executive vice president of the eastern branch of the Hartford i 10S 
5 ‘ 4 3 $1 to $4 m 
Co., which is a processor and distributor of ferrous and nonferrous $5 to $10 mil 
ale $10 to $50 mI 
metals. nae ae : $00 to $100 1 
Senator Busa. How big is your organization, in number of members? $100 million 
Mr. Barcuorr. Ours is a relatively new organization. We have 
approximately 200 members. eee 
‘ , : ’ 5 ore. T 
Senator Busu. Are they located in one State or several States? quatariy 
Mr. Barcuorr. Our main concentration is in the East, although Mean 
. “1° ° change 
we have a chapter in the Chicago area, and we have a chapter in the 
Los Aageles-San Francisco section. Mr. 1 
Senator Busu. Where are your headquarters? ; ’ 
; ~ c ment o 
Mr. Barcuorr. In New York City. Wea 
Senator Busu. How is it financed? At th 
Mr. Barcuorr. It is financed by dues, with a minimum of $50, and subject 
a dollar a head per employee with a maximum of $500. 1952 isi 
Senator Buss. How old is this organization? ' ) 
rm ° ° ° ng- 
Mr. Barcnorr. This organization represents a merger of two a 
organizations. It was merged last fall. Ngies: golution. 
One of the things that I would like to highlight at this time is the where pi 
fact that contrary to public impression we have recently done a survey = 
to find out the comparative borrowing of small business against large private 
business. If I can read from one part of this report, on the second long-ter 
page. and the 
Our study showed that aside from financing of suppliers, accounts receivables That 
financing and personal loans, manufacturing firms with assets of $100 million record 
and over use proportionately twice as much credit as do the corporations with We 
assets of less than one-quarter million dollars. In addition, we found that the 
larger the business, the greater the extent of credit use. This, I believe you of cau 
will agree, is quite contrary to customary and commonsense expectations. You survey 
would think that the smaller firms, being weaker and with less cash and capital of the 
resources, would have to rely on credit to a larger extent than the bigger firms bout 
whose capitalization is more adequate and who have easier access to the invest- a 
ment funds of the public. people 
l , st - in Par 
We go on to show that according to our analysis only 20 percent of fu) 
the loans on the books of small manufacturing corporations mature failed 
in one year or more. On the other hand, 46 percent of the loans TM 
; ; Pentel cai , 1: They 
undertaken by the corporations with assets of $100 million and over The I 
mature in more than one year. We publish a monthly bulletin which Italy 
we call the Washington Memogram. We have a table which I will bie vi 
incorporate in the record where we sbow that the larger the business . 


trol o! 
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D OF the greater the use of credit. You would think that the reverse would 
}USI- be true, but it seems to travel, if we would project a graph, on a 


straight line. 
(The table referred to follows :) 


tate- 
lent. The importance of bank and other credit according to the size of business 
Percent} 
Loans outstanding as a percent of sales 
rted Manufacturing corporations with assets of Total | ao Rn 0 from Other 
within more than manor 
. 1 year 1 yeu Gout 
ani 
Ips Less than $44 million 4.5 2.1 0.5 1.9 
ford $\4 to $1 million 1 25 6 20 
; , $5 million 7 3.2 8 1.7 
rOUS 5 to $10 million 6.8 5 1.2 2.1 
£10 to S40 millior 8.5 3. 2 l 3.8 
$50 to $100 million 9.2 4.1 1.4 4.7 
ers? $100 million and over 9.8 1.5 1.3 7.0 
ave 
Mortgage loans, insurance company loans, bonds purchased by investment firms or general public. 
Nove lhe above data are averages for 1951-52. The sales are annual averages and the loan data are 
uarterly averages Ihis information is based on data in the Quarterly Fihanclal Report-— U1 ited States 
uch Manufacturing Corporations, published by the Federal Trade Commission and the Securities and Ex- 
i change Commission, 
the 
Mr. Barcuorr. We are obviously in favor of, one, the establish- 
ment of a permanent Small Business Administration. 
We are on record in support of that bill. 
ad At the request of Dun & Bradstreet I formulated my views on this 
ine = ° > ‘ ‘ e a 
subject in the following statement which was published in the October 
1952 issue of Dun’s Review: 
wo Long-term financing is one of the most serious problems confronting small busi- 
ness today. While the R’’C may be a necessary stopgap, it is not the permanent 
olution. Basically the Government should be an umpire, not a player, except 
the where private business cannot or will not perform afunction vital to the general 
vey welfare 
rve The three C’s of credit—character, capital, and capacity—call for a return to 
od private banking under a Government insurance program to reduce the risk on 
pa long-term loans. Such a plan would give the stability required for sound financing 
and the necessary control of inflationary and deflationary forces. 
me That statement was made in October and puts us unqualifiedly on 
ith record as supporting Senator Sparkman’s bill, 5S. 1912. 
the We also support Senator Sparkman’s bill, S. 1913, with one word 
you of caution. This word of caution I find necessary as a result of a 
ou survey that I did. It was an unofficial survey through the auspices 
ate of the MSA. It was done, incidentally, at my own expense just 
a about a year ago. In fact, I told Senator Douglas that one of the 


people that I interviewed in Europe was his son, Paul Douglas, Jr., 
in Paris. 


Ol ‘ . ‘ ‘6 ° 

0 In Italy, in 1933, during the reign of Mussolini, when businesses 
oo failed and the banks took over the businesses, the banks then failed. 
ae They had what was called the Industrial Reconstruction Institute. 


ch The Industrial Reconstruction Institute, which is called the IRI in 
Italy, is a wholly controlled agency of the Italian Government which 
by virtue of circumstances took over the majority and minority con- 
trol of the vast bulk of Italian industry. You would think that after 
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Mussolini was gone and after we had been there that that thing would 
go by the boards. It is still wholly owned by the Government, and 
while they say that it is not a step toward nationalization, I think 
it is at least a first cousin. With that one word of caution on S. 
1913, we wholeheartedly endorse Senator Sparkman’s bill. 

Senator Payne. Are there any questions, Senator Beall? 

Senator Sparkman? 

Senator SpARKMAN. You realize, of course, that under S. 1913 it is 
contemplated that whereas some agency of the Government would 
underwrite the original capitalization, that as the investment com- 
panies came in and participated in this activity they would take over 
the stock, very much as was done in the case of the Federal Reserve 
itself. The Federal Deposit Insurance Corporation, the Home Loan 
Bank Board and the Farm Credit System were all set up on the same 
plan. Our Federal Savings and Loan Associations, as a part of the 
Home Loan Bank Board, have operated in a similar way. 

So it is planned and certainly contemplated that it would be 
absorbed by the private investment companies, the banks or investors 
or whoever went into it. You realize that that is the situation? 

Mr. Barcuorr. Surely. 

Senator SPARKMAN. This question may have been asked you. Did 
you state what your business is? 

Mr. Barcuorr. Yes. 

Senator SPARKMAN. I may say, Mr. Chairman, that I have known 
Mr. Barchoff for a long time, and while the Association of Independent 
Business is a relatively new organization, he did a very fine and con- 
structive job with small businesses in New York and through adjacent 
areas in New England prior to his being instrumental in the formation 
of this organization. 

I know that he has done a great deal of independent study on this 
subject. He has merely touched on the study he made in Europe 
and the very fine and interesting article that he wrote for Dun «& 
Bradstreet relating to it. I commend to you the reading of that 
article. 

Could you supply us with some reprints? 

Mr. Barcuorr. Yes, I can. 

Thank you very much. 

Senator Payne. Do you have anything more to add? 

Mr. Barcuorr. Yes. 

I am working against a time schedule, so I will bave to be brief. 
In closing, I want to point out that as a businessman I can see the 
division between big business and small business in the method of 
operation. There was a time when small business could be run 
pretty much by intuition. That is no longer true today. A 
small business has to have more technical know-how than was formerly 
required. It is therefore necessary, going back to Senator Thye’s 
bill, to have a permanent Small Business Administration so that small 
business can survive. 

Referring to the article that Senator Sparkman spoke of, I wrote that 
in the December issue of Dun’s Review. It was the result of the 
survey that I had made. I was anxious to find out the trend toward 
nationalization. As you know, European industry is much further 
nationalized than anything we have here. We want to keep it the 
way we have it. I was very much concerned to find out why you 
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had nationalization of industry in Eruope. The inescapable conclu- 
sion that I came to was the fact that for one reason or another—| 
haven’t got the time to go into the reasons—small business was al- 
lowed to wither on the vine. They were controlled directly or indi- 
rectly or absorbed by large businesses which then went into monopoly 
practices, and it was comparatively easy for the existing government 
to take them over. It is that concern that I have, and that our or- 
ganization has and that I am interested in preserving. 

Senator Payne. If you have a copy of your article with you and 
if there is no objection on the part of any member of the committee, 
we will incorporate it in and make it a part of the official record. 

Mr. Barcuorr. | do have one copy. 

(The information referred to follows: ) 


[Dun’s Review, December 1952] 
SMALL Business—-AMERICA’s BULWARK 
Herbert Barchoff, executive vice president, Eastern Brass & Copper Co., Inc. 


The trend toward the nationalization of industry, and the unwitting surrender 
of European businessmen to monopoly practices, which can only result in a social- 
ized economic structure, are the chief impressions | brought back from a 2-month 
survey of business in NATO Europe. 

I was not sent on a Government mission, and IT did not go as the representative 
of a large industrial or business enterprise. I went as an independent businessman 
who was curious to see what was going on, just as [ might have visited a competitor 
in another part of the United States. 

Executive head of a medium-sized metal warehousing and processing firm, 
I was a comparative amateur in the field of country-hopping and junketing. 
Economists and global analysts would probably shudder at the thought of anyone, 
especially a nonspecialist, making valid observations—let alone conclusions on 
recommendations, 

But I recognized the limitations of my experience, and decided to stay within 
them. I also recognized the need to budget the brief time at my disposal. Carrying 
a few letters of introduction, but relying mainly on business friends in Europe, I 
interviewed government officials and leading businessmen in each country. I had 
many discussions with Mutual Security officials; and talked at length with a number 
of personal friends who are foreign correspondents for American newspapers and 
news services. 

It is true that more dramatic revelations make the headlines, but the spread 
of nationalization throughout most of Europe strikes me as having a very profound 
effect on our entire economy from the small plant owner to the giant corporation. 
It is logical to assume that whatever it may be that caused it there can also cause 
it here. 

Recent history has shown that, wherever an industry has become a monopoly, 
that industry has been easy prey to nationalization. England alone has provided 
us with many examples of this. Unfortunately, British industry never recognized 
the danger signs, clearest of which was the withering away of its own small-business 
class, the strongest safeguard in any system of free enterprise. It never recognized 
that such a situation was just as perilous for big business and that it, too, would 
suffer ultimately through the destruction of free enterprise. 

Enlightened self-interest, if there had been awareness, might have dictated a 
policy assuring small business of a secure position in the British economy. It 
therefore follows that American big business, the ultimate target of nationaliza- 
tion, has a vital stake in the problem. 

Is the situation as acute in our own economic life today? For the past 2 
years I have been active in the campaign to integrate small business into the 
Nation’s defense production effort. It has been my feeling, and that of many 
other independent businessmen, that Congress and some Government agencies 
have been more than reluctant to provide small plants with an equitable share of 
defense contracts and subcontracts, 

What has this got to do with nationalization? Simply this: a reluctance to 
call on small business may be a strong indication of the lack of confidence felt 
about its future in American history. 
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For 150 years our Nation has lived by these two economic concepts:.that small 
business is the backbone of free enterprise, and that competition leading to ex- 
pansion is the lifeblood of healthy capitalism. But today we are living with a 
paradox. Monopolistic expansion can destroy the free enterprise which gave it 
birth. There is nothing free or enterprising in the growth of monopoly for any 
businessman. Every new machine, pound of raw material, or market that it 
absorbs, lessens the chance to expand. 

And monopoly provides the perfect setup for any government to take over 
if it so decires. Had monopoly practice: aided nationalization in England? 
Were monopolie: aiding it in other NATO countries? 

Ever since the Labor Party came into power in England, the American business- 
man has been wondering if the United States is heading down the same trail, 
He’s been trying to uncover those factors, both economic and political, which led 
to nationalization of British industry, and to the beginnings of a Socialist state. 
And his interest is more than academic. If he discovers those factors, he can tell 
whether or not they are operative here. 

Is the trend toward nationalization of industry growing among our other major 
partners in NATO Europe? What is there in the general structure of business in 
those countries which is strengthening the drift toward government ownership? 

This was the background of my inquiry wherever I went, and with whomever 
I met. The pattern which finally emerged for me involved a group of factors 
which I must conclude are actively contributing today to the growth and strength 
of monopoly and, ultimately, to government ownership. 

The prime and most basic of these factors is the philosophy, current among 
European businessmen, of low production, high profits, and low wages in running 
their businesses. To put it bluntly, these three tenets are preventing the return 
of a healty economic condition to Europe, and make it unlikely that any Euro- 
pean nation will fully meet its NATO commitments unless there is much stronger 
prodding from this side of the Atlantic. 
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Increased output may reflect longer hours, more employees, increased efficiency, or any 
of a number of things. t 1s interesting to compare the output records against 
the measures of employment and hours in postwar economies. Data are from the 
International Labor Office and the U. N. 
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The coal industry in England, according to Labor MP and leading anti-Bevanite 
Anthony Crossland, was a classic example of a noncompetitive industry which 
begged for nationalization by adhering to that ‘“‘philosophy.’’ The skyrocketing 
price of coal, even Conservatives had to admit, was to be blamed on the owners’ 
policy of resisting for decades any modernization of equipment, or the scientific 
working of worn seams, because it meant immediate capital investments. 

The acknowledged antimonopoly authority for his part, Crossland pointed out 
to me the homely truth that for many years private industry did not fulfill its 
role in Britain’s economy in that it did not remain competitive. Lack of incentive 
to increase production and lower prices in order to meet competition has hampered 
England’s industrial growth during the most critical period in its history, and has 
blocked the increase of buying power commensurate with a worker’s productivity 
in an industrial state. 

While the Conservatives have exerted some pressure to get private industry to 
consider competition as its chief ally, Crossland believes it has been far from 
sufficient. Big business just cannot be made to understand, by Churchill or any- 
one else, that a monopoly philosophy is what the Labor Party feeds on 

The same attitude on the part of West German businessmen was sufficient to 
explode the legend of German business efliciency for me. German industry, 
vhile developing good techniques, still clings to a policy of low volume and high 
prices, and fails to capitalize on its technological genius 

With high quality standing forth as an end in itself they will not sacrifice re- 
finements to produce in greater volume. As part of the paradox, American laber- 
aving devices and techniques are not used because labor is cheap 

The philosophy of cheap labor has led to a startling development in West 
Germany; one which should strike a note of warning here 4, new principle of 
ndustrial manage nent and labor relations called Mitbestimmung or ‘‘codeter.:nina- 
tion’ has appeared on the German business scene. 

By law, Rubr steel and coal conpanies are required to be run by an 11-man 
board of directors, consisting of 5 representing manage nent and stockholders, 
5 representing unions and labor, and | ‘‘neutral’’ selected by both sides. The 
board determines all policy, including labor, production, sales, financing, and 
so On. 

While the German labor movement may consider Mithestimmung an ideal form 
of economic democracy, it is unquestionably contradictory to the basie American 
labor percept that labor should remain divorced from management. I couldn't 
help but feel that codetermination would never have developed if German industry 
had taken pressure off the Government by liberalizing its wage policy in the last 
5 years—and that if codetermination is considered to be an antidote for monopoly, 
then the cure may be worse than the disease. 

Turning to France for a final example of the 3 tenets—low volume, high 
prices, and low wages—as a factor strengthening the hand of monopoly, one has 
only to point out that 4,000 firms employ 50 percent of all French workers, and 
completely rule French economy more by unwritten laws than by written ones, 
or that big business, completely interlocked financially, does not come under 
antimonopoly laws. 

The situation has forced big business to allow small business to operate in a 
reasonably healthy state, according to Paul Douglas, trade specialist in the 
American Embassy, so that it can have a “yardstick’’ for its operations. The 
reasoning behind this overwhelmed me. Small business exists and competes 
merely so that big business can have a basis for wages and prices, 


LEGAL LIMITS LACKING 


An attendant factor, of course, in nearly all countries is the lack of effective 
antimonopoly laws In England, the heads of the National Union of \ anufac- 
turers and the London Chamber of Commerce complained bitterly to me that the 
one-sidedly prolabor orientation of the Bevanites (wielding more influence since 
the last Labor Party convention) has expressed itself in the anomolous position 
of preventing new antitrust and antimonopoly legislation so that the inevitable 
monopolistic practices resulting would require nationalization as a solution 

The attitudes of English business men, big and small, were extremely disturbing 
If the Laborites found it to their benefit not to attack monopoly, and if the Con- 
servatives did not have enough strength in Parliament, even in their own party, 
to improve antimonopoly laws, then mere self-interest should have dictated that 
each industry police itself and take some steps to rid itself of the practices whieh 
make nationalization inevitable. It is incredible that British industry does not 
realize that it is fighting for the biggest stakes in its history—its own survival 
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In Germany, quite the reverse is true. Under the guns of the Russian Arm, 
and hampered by incredible difficulties stemming from its defeat in the war, West 
Germany remains, nevertheless, the only country in NATO Europe today where 
the trend toward nationalization has been stopped in its tracks. ; 

And because of the war, the reason for its halt has been peculiar to the country 
itself. I found that the general consensus, including that of Decartelization 
Chief Sidney H. Willner, was that decentralization and decartelization of industry. 
under the aegis of the High Commissioner and the Mutual Security Agency, had 
been the great deterrent. 

A firm American policy has produced desired results; in fact, the most important 
results of the occupation: workable antitrust laws; the breakup of I. G. Farben: 
the deconcentration of the big banking houses; the sale of the movie industry 
back to private enterprise and the decartelization and decentralization of the 
Ruhr coal and steel industries, a step vital to the success of the Schuman plan, 


BUSINESS COOPERATION 


I doubt if all this could have been accomplished without a great deal of coopera- 
tion from German business leaders. Talks with several of them, including Dr, 
H. Posadowsky-Weiner, of the Bonn Ministry of Economics, and Henry Abt, 
head of the German-American Trade Promotion Co., indicated general agreement 
with our policy, as well as with our program of returning their country to a com- 
petitive business philosophy. Whether any state would submit to such a drastic 
economic housecleaning for itself, without strong pressure being exerted by the 
proconsuls of a victorious democracy, is a question which cannot be answered 
categorically. 

One important factor, of course, which has aided the entrenchment of nationali- 
zation has been the reluctance or inability of various governments to dislodge it, 
mainly out of fear of further economic dislocations. ; 

England, under the Labor Party, was the testing ground for Government 
ownership of industry—as a matter of fact, for the socialization of the economic 
and physical life of a modern state. The return to power of the Churchill govern- 
ment still finds it a testing ground—to determine whether or not the Conservatives 
can bring England back to a capitalist economy. 

Talks with businessmen and M. P.’s, from Bevanites to Churchillites, convinced 
me that the Conservatives cannot end nationalization by taking the laws off the 
books. The causes will remain, and unless the Tories are willing to get down to 
bedrock and root these causes out—even though it may mean offending some of 
their most influential supporters—they don’t stand a chance. 

A constant source of shop talk among French industrialists is whether or not 
the Government will turn the Renault works back again to private industry. 
Originally, Renault was nationalized because of the collaborationist activities of 
its owner. Although the former owner has no interest in Renault today, the 
Government is still holding on to it. 


OMINOUS EXAMPLE 


Hanging like a sword over the head of free enterprise in France, it can only 
stiffen French monopolists in their determination to resist antimonopoly reforms, 
on the theory that the Government is just biding its time before moving in any- 
how, so that the only policy is to make as large a profit as possible, as quickly as 
possible. 

The story of the present Italian Government’s entry into the ownership of 
much of that nation’s industry, whether it wanted to or not, is a complicated 
one which goes back to the days of Mussolini. His chief economic agency was the 
Industrial Reconstruction Institute, which took over majority shares in hundreds 
of banks and firms in leading industries back in 1933 when they were close to 
bankruptcy. The legal and financial difficulties involved in untangling this 
situation has allowed the IRI to continue functioning with an inextricable hold 
on the economy. 

The whole system of loans and interest in European business life, in crying 
need of a thorough overhauling, is another factor contributing its share to the 
growth of monopoly. I found that there are no usury laws as we know them 
here. The average interest rate on the Continent for a fairly well-rated firm is 
12 percent while interest rates of 14 to 20 percent are not uncommon. These 
excessive charges make it prohibitively expensive for the average small manu- 
facturer to borrow the money needed for modernization of facilities or for any 
businessman to borrow capital for a new business. 
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Such a situation, of course, eliminates competition to big business before it 
even has a chance to get started, and places the development of a new industry 
in the hands of any monopoly which decides to finance it. 

Italy provides a case in point. Leon Dayton, head of the MSA Mission there, 
has been advocating a basic changeover in Italian industry to fields more suited 
to the natural resources of the country. This would include the buildup of some 
small industries and the development of some new ones 


HOBSON’S CHOICE 


However, because of the difficulties in raising capital, Mr. Dayton had to 
concede that it was necessary to permit the existence of monopolies or cartels 
capable of undertaking the investments required in setting up new industry. 
With all due respect for the tremendous problems faced by the MSA Mission, I 
feel that this policy strengthens monopoly first and Italy second. It does not 
strengthen a democratic economy. 

The relationship between the general tax structure in most of Europe, and 
monopoly, was appallingly obvious. In Italy, West Germany, and France I 
observed the workings of what is popularly called the turnover tax. It places a 
burden of from 3 to 4 percent on every transaction between one firm and another. 
In normal business intercourse between small firms, this tax can become staggering 
lo avoid it there is a growing trend toward vertical business organizations—a 
contributory factor not only to the growth of monopoly, but the proof sought by 
many businessmen that monopolies are the only way to run a business. 

The turnover tax obviously bears no relation to profit or the ability to pay. 
In contrast, personal income and corporation taxes are not only antiquated and 
unenforceable, but are violated with such impunity that a major source of revenue 
: lost each year to each government—not to mention its loss to the defense of 
Europe. Thus, big business secures its monopoly hold by guaranteeing for itself 
disproportionate net profits, and does not even allow the government sufficient 
funds to operate the machinery to conform to tax as well as other laws. 

The United States, unintentionally enough, is held to blame by many European 
businessmen for contributing to the bolstering of nationalization because of its 
tariff policy. Nowhere was opinion stronger on this than in England where 
many Conservatives feel that we are holding down British industry by our trade 
barriers. 

I have saved for the last my observations on the role of European small business 
in the battle between nationalization of industry and free enterprise, because the 
role is a mixed one. Where the small manufacturer has shown initiative and 
independence, either in this own business, or in defense of his economic group, 
he has shown progress. Where he has not, he has helped bring about his own 
extinction. 

TO THE HIGHEST BIDDER 


Many small English firms, for example, caught in the line of fire, were sur- 
rendering to what the considered the inevitable. They arranged to be absorbed 
by large organizations while they could still get a good price, so that whether 
monopoly or nationalization survived, free enterprise was the loser. 

The most encouraging development in the small-business picture is taking 
place in Italy today. Three industries—the motor scooter, office machinery, and 
sewing machine—which have largely developed since the end of World War II, 
are thriving despite the seemingly insuperable obstacles to the growth of new 
industry in Italy. 

To me, this is proof positive of the vitality of the free-enterprise system, and 
indicates that if the climate were changed to offer more incentive for the existence 
and growth of small business, the problem of Italy’s economy, as well as that of 
other European countries, could be solved in accord with American business 
concepts. 

I couldn’t help but analyze why these three industries have succeeded: (1) They 
have instituted mass production methods to a much greater extent than most 
other Italian industries; (2) they have geared their prices and the type of items 
to the wage level and economic status of the Italian worker, and are also com- 
petitive with American products in efficiency and price; and (3) they have geared 
these products to the natural resources of the country and the inherent talents 
of its people. 

These are both sides of the picture, which should be rounded out with a com- 
ment made by Leon Goldenberg, Acting Chief of Production Facilities of MSA in 
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France. When business is bad, the French small-business man (as well as his 
counterparts in the rest of Europe) gravitate toward nationalization. 

No survey of small-business conditions in Europe can ignore the activities of 
little-known branch of the Mutual Security Agency—its Small Business Division 
headed in Washington by Charles Richards and in Europe by Morris Deane 
The accomplishments of this division are impressive. 


MSA AIDS 


I found that it had developed a system of interrelated production activities 


among European and American small manufacturers to help gain for them a 
greater percentage of defense production contracts. It has set up a Contact 
Clearing House Service which is guided by the MSA policy of exporting know- 
how, capital, and equipment, 

The immediate benefits of the plans instituted by this office for all of the NATO 
countries are obvious sut probably just as important, I believe, is the fact that, 
once instituted, they have the inherent quality of perpetuating greater foreig: 
trade even after the need for the MSA program has gone. 

A few months have passed since my return from Europe—months in which | 
have had a chance to reflect on what I observed and learned. I have had tim 
to draw some conclusions, and consider some recommendations. There is littl 
that is startling about either unless it is a frank approach to the problem, whic! 
I feel any American businessman would himself use and expect. 

While I feel we have no right to interfere in the internal affairs of any country 
we have a legitimate vehicle for influencing economic processes through a joint 
use of MSA funds and the structure of our tariff setup. I believe that the joint 
application of these two economic tools can produce an incentive toward a phil 
osophy of high-volume production, low prices, and high wages in Europe. 


THE TARIFF PROBLEM 


There is some justification for the oft-repeated complaint that American polic) 
is inconsistent in that we spend billions of dollars subsidizing European industry 
to build up its economy, and as soon as an industry is in a position to make partial 
repayment in the form of products, we erect high-tariff barriers to prevent it. 
However, Europe today is competing with American industry on a wage rate of 
considerably less than one-half, even after adjusting for purchasing power, and 
the effect of this on American industry cannot be ignored. 

I would recommend, therefore, that our tariff rate for any given product be 
set up so that the closer the European wage approaches the American wage 
standard, the lower our tariff for that industry should be. In this way, free trade 
will have the doubly effective result of increasing the purchasing power within the 
country so that its own people can absorb a higher percentage of its productivity 
and serve as a stimulus for increased prosperity. 

Simultaneously, MSA funds should be used in larger measure to modernize 
production equipment in Europe, a step which would enable its industry to meet 
increased demands for its products resulting from higher wage rates, and which 
would inspire greater incentive to operate on a mass production basis at a lower 
profit ratio. 

Thus, we can achieve a reversal of the philosophy of low wages, high profits, 
and low production, which is the anchor around Europe’s neck. 

Second in importance only to this problem is the entire system of taxation in 
Europe. The Mutual Security Agency can save a tremendous sum of money for 
American taxpayers by demanding—and achieving—a thorough overhauling of 
tax laws and enforcement procedures in Western Europe. 

Immediate reforms in Europe’s loan system should be next on the list. The 
MSA should establish a special fund from which small manufacturers can receive 
loans at normal interest rates for the improvement of plants and equipment. In 
addition, the regulations governing the fund and its administration would point 
the way for European lawmakers and businessmen to an ethical, reasonable loan 
system. 

NEW VISTAS IN OLD WORLD 
A visit to Europe for a businessman who has the patience to indulge his curiosity 


outside the well-beaten tourist path, as well as some interest in his relationship 
with businessmen in other parts of the world, can be an enlightening experience 
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I came away with a greater knowledge of, and hence greater respect for, the 


enemy almost at our gates. For a while, I lived like any European businessman, 
with the threat of nationalization and socialism penetrating every activity of his 
yvorking day I shared his confusion and insecurity: his occasional urge to sur- 


render; his frustration over monopoly; and his basie desire to become part of a 
sound system of free enterprise. 

I cannot help but feel that it is rather ostrichlike for American businessmen to 
foot the bill in the fight to halt the nationalization of europe, to approve the 
veapons we've chosen such as strong antimonopoly measures wherever possible, 
lecentralization, tax reforms, aid to smnall business, loans to private industry, and 

chnical assistance of all kinds, without recognizing that some of that medicine 
here and now can save us from the disease. 

My enlightenment took one other turn; recognition of the thesis that American 
economie and political policy must preduce a higher standard of living for the 
people of Europe. Basically, no other argument is effective in our ideological 
struggle against communism. 

lhe Voice of America will never fill the mind of the European worker, unles 
the policies of America help fill his stomach. * * * 


Senator Payne. If there are other facts that you want to present 
you may do so. We are most anxious to have everyone have ample 
time to set forth everything that can be of help to the committee in 
arriving at its conclusions. We will be in session at 2 o’clock this 
afternoon, so if you do not feel you have had adequate opportunity to 
present what you wanted to, we would be very glad indeed to have 
you appear there at 2 o’clock. 

Mr. Barcnorr. Thank you very much. 

I think that if this statement is placed in the record, coupled with 
the article, that would be sufficient. 

Senator Payne. Very well. 

Are there other questions? 

(Mr. Barchoff’s prepared statement follows:) 


STATEMENT OF Herrert BarcHuorr, CHAIRMAN OF BoARD oF DIRECTORS 
NATIONAL ASSOCIATION OF INDEPENDENT BUSINESS 


I want to thank the members of this committee for giving the National Associa- 
tion of Independent Business, of which I am chairman of the board of directors, an 
opportunity to be represented before vou, and to have put in the record its views on 
small-business legislation. A nonprofit and nonpolitical organization, the Na- 
tional Association of Independent Business, represents the interests of small and 
independent businessmen. 

I would like to add that I am personally acquainted through my business with 
the issues you are now studying. As executive vice president of the Eastern Brass 
& Copper Co., a firm engaged in distributing and processing both ferrous and 
nonferrous metal shapes and forms, I have been dealing for a long time with the 
many problems confronted by us and our small-business customers in running 
their firms. 

I understand your committee is now considering a number of bills dealing with, 
and affecting, small business. The members of our organization are very much 
concerned about the issues involved in much of the proposed legislation, 

Some of the bills before your committee are of very recent origin and there has 
therefore not been enough time for our membership to review the several proposals 
and express their opinions on many of the detailed items under consideration. 
However, we are ready and eager to express and explain our strong support of the 
measures designed to 

1, Establish a permanent independent agency to look after the interests of 
small business; 

2. Establish Federal insurance to guarantee loans by private banks to 
small business; and 

3. Establish regional investment companies to acquire stocks and bonds 
of smaller firms for the stimulation of a healthier growth of small business. 
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I. THE QUESTION OF A PERMANENT INDEPENDENT AGENCY FOR SMALL BUSINESS 


I don’t want to belabor the points about the strategic value of small business 
You will no doubt agree with the picture of small business as 
1. The stimulant and refresher in our business life which resists the growi: 
concentration of economic power and thereby helps keep competition aliv: 
2. The backbone of our political democracy; and 
3. A valuable economic resource as producers and distributors of needed 
goods and services, both in peace and war. 

Though many will agree with this word picture, they cannot, or will not, see 
the true meaning of these points. Examine the facts. Despite all the kind 
words said about small business, it is easy to recall how long it took after the start 
of World War II to get an effective Smaller War Plants Corporation. Then 
the face of the valuable and recent experience of World War II, look how lo: 
it took to get the Small Defense Plants Administration under way. And to this 
day, the SPDA doesn’t have the powers it needs to do a real job. Moreover, 
it has to keep fending off all sorts of sniping attacks to abolish it, or vitiate its 
strength, by transferring it to the Department of Commerce. 

I think one of the main reasons why it takes so long to get meaningful action 
on small business—in times of emergency as well as in peaceful times—is this very 
absence of an independent Small Business Administration. The Agriculture 
Department and the Labor Department have many experts who continuously 
watch, measure, study, and report on the present and impending problems of thx 
farmer and labor. These Departments are in a position to advise Congress and 
formulate plans well in advance of needed action. The Commerce Department 
is in a position to do the same for business as a whole—for manufacturing, distri 
bution, construction, aviation, patents, census, ete. But because the Commerce 
Department has to look out for business as a whole, it cannot be expected to 
do an adequate job for small business. 

The proof of the pudding is the weak and inadequate work done in the past 
by small-business divisions and offices of the Commerce Department. There is 
good reason for this. If the problem of small business represented merely some 
special phase of the problem of business as a whole, then a special division in th« 
Commerce Department might well take care of the problem. But if, as we insi 
the problem of small business is unique and often involves a seeming conflict in in- 
terest with big business, then a small-business division in the Commerce Depart- 
ment cannot do an effective job. I want to point out, however, that a healthy 
small-business economy is the best guaranty that big business will remain free 

Once there is a conflict of interest, the Commerce Department heads become 
arbiters of conflicting policies, rather than administrators. Moreover, in the 
bureaucratic structure of government, a division head does not have the inde- 
pendence or support which encourages forthright and imaginative leadership. 

If you are really interested in a national policy that actively fosters competitive 
business and works toward equalizing the opportunities for real competition, 
then you should support the essence of the bill proposed by Senator Thye—the 
establishment of an independent Small Business Administration. 


Il, THE QUESTION OF CREDIT OPPORTUNITIES FOR SMALL BUSINESS 


The issue of credit for small business is filled with conflicting claims. Just 
the other day—on May 18, to be exact—-spokesmen for the American Bankers 
Association appearing before the House Banking Committee testified that there 
is no need for Government assistance on loans to small business because the banks 
are able to take care of small-business credit needs. How can this argument be 
squared with the facts that the RFC has been making, and encouraging many 
private banks to issue, sound loans which otherwise would not have been consum 
mated? What about the defense loans made at the urging of the SDPA to small 
firms that had the ability and capacity to undertake Government contracts but 
for the difficulties encountered in getting loans from private banks? 

Nor do the claims of the American Bankers Association check with the facts 
recently developed by the National Association of Independent Business. I am 
submitting a copy of this report in the event you wish to review the findings and 
perhaps include it in the record. 

Our study showed that aside from financing of suppliers, accounts receivables 
financing and personal loans, manufacturing firms with assets of $100 million and 
over use proportionately twice as much credit as do the corporations with assets 
of less than one-quarter million dollars. In addition, we found that the larger 
the business, the greater the extent of credit use. This, I believe you will agree, 
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is quite contrary to customary and common-sense expectations. You would 
think that the smaller firms, being weaker and with less cash and capital resources 
would have to rely on credit to a larger extent than the bigger firms whose capital- 
ization is more adequate and who have easier access to the investment funds of 
the public. 

While it is true that the smaller firms use personal loans and financing by sup- 
pliers and factors, it is also true that this is usually a more costly, more haphazard, 
and less desirable form of credit. Instead of being complacent about the fact 
that many smaller firms keep on the borderline of solvency by extraordinary 
financing means, we should recognize that the reliance on this form of credit 
pushes small business into greater instability and confronts it with more hazards 
than in the case of large business. 

Another significant finding in our study was the fact that the larger firms get 
the giant share of the long-term loans According to our analysis, only 20 
percent of the number of loans on the books of smaller manufacturing corporations 
mature in 1 year or more. On the other hand, 46 percent of the loans undertaken 
by the corporations with assets of $100 million and over mature in more than 
1 year. 

Longer-term credit gives, as we know, more breathing space for obtaining 
improved machinery, making repairs, accumulating inventories when prices are 
low, and developing new products and markets. This type of loan is by far the 
safer type of credit for longer-run projects. In other words, according to present 
practices and opportunities, the larger firms get the lion’s share of the type of 
credit that contributed to further safety. The smaller firms get a disproportion- 
ately minor share of the loans needed to make them more efficient, more profitable, 
and more secure, 

This situation, along with the larger interest rates paid by the smaller firms, 
places smaller firms at a decided competitive disadvantage when it comes to 
financing current operations and expansions. It acts as a discriminating factor 
in reducing the competitive opportunities for small business as compared with 
large firms. 

Ill. LEGISLATION NEEDED 


Because of the facts outlined above and in our study which is being submitted 
separately, the National Association of Independent Business supports the legisla- 
tion now before your committee dealing with Federal insurance to guarantee loans 
by private bayks and to establish regional investment companies. We particularly 
endorse 8. 1912 and 8. 1913, introduced by Senator Sparkman. 

I have long urged Federal insurance as the logical step in encouraging more 
loans to small business through private banking channels. At the request of 
Dun & Bradstreet I formulated my views on this subject in the following statement 
which was published in the October 1952 issue of Dun’s Review: 

“Long-term financing is one of the most serious problems confronting small 
business today. While the RFC may be a necessary stopgap, it is not the perma- 
nent solution. Basically she Government should be an umpire, not a player, 
except where private business cannot or will not perform a function vital to the 
general welfare. 

“The three C’s of credit—character, capital, and capacity—call for a return to 
private banking under a Government insurance program to reduce the risk on 
long-term loans. Such a plan would give the stability required for sound financing 
and the necessary control of inflationary and deflationary forces.’ 

l’or similar reasons, we believe that the proposal to set up investment companies 
is also in the best interests of both small business and to encourage the use of pri- 
vate rather than Government funds. 

However, I would like to strike a note of warning on this proposal. The law 
should contain strong provisions aimed at preventing the development of a situa- 
tion similar to the one which now has a stranglehold on the economy of an NATO 
ally of ours—Italy, and which dates back to the regime of Mussolini. His chief 
economic agency was the Industrial Reconstruction Institute, which took over 
majority shares in hundred of banks and firms in leading industries back in 1933 
when they were close to bankruptcy. The legal financial difficulties involved in 
untangling this situation has allowed the IRI to continue functioning with an 
inextricable grip on Italian business life. A wholly owned Government subsidiary 
now has majority or minority interests in most industries. 

The investment companies proposed here must never be allowed to become the 
financial weapon in the arsenal of those who may, at some future date, or in some 
future crisis, foree Government control on American business, or seek to nationalize 
American industry. 
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Senator Payne. The committee will stand in recess until 2 o'clock 
this afternoon to meet in room G—16 of the Capitol Building. 

(Whereupon, at 12 p. m., the committee recessed to reconvene at 
2 p. m., in room G16, Capitol Building.) 


AFTERNOON SESSION 


Senator Payne. Gentlemen, if we are ready, we will renew the 
hearings that were recessed this morning. 

The first witness this afternoon is the Smaller Business Association 
of New England, Inc., represented by Joseph D. Noonan, executive 
secretary, and Albert Day. 

We want you to feel free to take as much time as you need. How- 
ever, if possible, if there is any way you can divide that time between 
you people so that we get the picture and do not take any longer than 
necessary, we will appreciate it. There is a debate going on down 
stairs and we are going to vote later on this afternoon, so of necessity 
| would like to get down as soon asI can. Neverthe ‘less, we are here 
to serve you people , 80 you proceed in your own manner, 


STATEMENT OF ALBERT C. DAY, DIRECTOR, SMALLER 
BUSINESS ASSOCIATION OF NEW ENGLAND, INC. 


Mr. Day. Mr. Chairman, I am Albert C. Day, a director of the 
Smaller Business Association of New England. I am also president 
and treasurer of the Eastern Tank & Manufacturing Co., Salem, 
Mass. 

Our Smaller Business Association of New England has as officers, 
directors, and chairman of its committees the very top-rated small- 
business men in New England, the home of small concerns 

Such men well known through service on the top committees in 
Washington, such as Abbott Smith, member of Mobilization Policy 
Board; Howard Williams, member National Committee of Four to 
survey Air Force subcontracting; Dudley Bach, Industry Vice Chair- 
man of the National Advisory Committee of SDPA: Granville Fuller, 
New England manager in last war of Smaller War Plants; Jobn 
Carleton, attorney from New Hampshire, and others of the same high 
caliber have thoroughly explored and thoroughly discussed the Byrd 
bill, S. 892, which abolishes the RFC; the Capehart bill, S. 753, extend 
life of SDPA; the Thye bill, 5. 1523, to “Create the Small Business 
Administration and to preserve small business institutions and free 
competitive enterprise,” and wish to place Smaller Business Associ- 
ation of New England on record as follows: 

That we are opposed to abolishing the RFC until and only after a 
new agency is set up to take over ‘and preserve financing functions 
pertaining to small-business loans. 

We feel that RFC has furnished a source for small-business loans 
without which it would have been practically eliminated from any ap- 
preciable participation in defense work, leaving all such work to 
big business because smalls were prevented by scarcities of materials 
from carrying on their peacetime pursuits. 

This would have meant the complete disappearance of our business 
economy and the liquidation of most New England small concerns. 
We are, therefore, profoundly disturbed by any remote possibility of 
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doing away with RFC before a definite, sound, and adequate plan 
has been enacted into law to take over its small-business loaning 
functions as provided in the Thye bill, or the financing measure of 
5. 1912 for the establishment by the Federal Reserve Board of an 
Kk HA-type program for insuring short and intermediate term loans by 
banks to small business 

The Senate bill, 1913, to furnish long term and equity capital, 
the establishment of national investment compantes under the ae r- 
vision of the Federal Reserve ene rs r no appropriation by 
Congress, is in essence a capital bank which we have favored for a 
vood many vears. These bills seem to us the . pe of solution to the 
equity capital needs of small business in peacetime. 

In a Washington administration atmosphere, which so many of our 
small-business men seem to think of as dominated by big business, 
we need definite assurance that: 

The functions and powers now in SDPA be retained and that some 
source be set up to give small business access to adequate financing. 
This agency has definitely proved its effectiveness in New England. 

2. Looking forward to the resumption of full production of civilian 
economy goods, that there be a source giving access to equity capital 
for assistance to small concerns for modernization and expansion of 
plants so necessary if we are to retain full employ ment. 

We want to make sure that small business will not be hurt in the 
reshuffle of the SPDA-—RFC into SBA. 

Thank you for this opportunity to be heard. 

Senator Payne. If I may just ask you a few questions, I would 
appreciate the opportunity. 

If | sum up your statement, you take the position that before we 
abolish something that has demonstrated its ability to serve the needs 
of so-called small business, we should take time enough to develop an 
activity that would accomplish that same end result. If it is possible 
to better the climate for small business in so doing, that that is the 
way to proceed? 

Ir. Day. That is right. 

Now, I would like to have you listen to Mr. Noonan, our executive 

secretary. 


STATEMENT OF JOSEPH D. NOONAN, EXECUTIVE SECRETARY, 
SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND, INC. 


Mr. Noonan. Weare pleased that there is some possibility of having 
an independent agency to be known as the Small Business Adminis- 
tration as proposed in Senator Thye’s bill, 5S. 1523. With some 
modifications, we believe this bill offers a very sound and effective 
solution. 

Before we go into the provisions of the Thye bill, we would like 
to say that regardless of the criticisms of SDPA and its effectiveness 
in helping small business which has been leveled at it by many critics 
who do not seem to be particularly well informed as to its actual opera- 
tions, we in New England know definitely from working closely 
with it that the New England office has actually done a splendid job 
or work and that small business is satisfied that SDPA has more than 
justified its existence. We also believe that SDPA has had excellent 
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cooperation from RFC in giving financial assistance to deserving small 
concerns to enable it to process defense contracts. 

Many of our small-business men, somewhat perturbed by the over- 
whelming preponderance of large business leaders in W ashington, are 
scaning the political skies for signs that may indicate they are not 
comple’ ‘tely forgotten. In view of this attitude, they take an ne 
interest in the proposals as set forth in Senator Thye’s bill, 1523, 
which provides for taking over the functions and nr by now in 
SDPA and giving SBA financing powers for small business now held 
by RFC. 

The officers and directors and members of our association have been 
thoroughly informed as to the Thye bill and many hours have been 
given to its discussion. As a resu!t of these studies, we would like 
to submit the following: 

One thing that pleased us very much was the definite require- 
ments as to the background of the Administrator. We feel that it is 
most important that the requirement that the Administrator shall 
be a genuine small-business man experienced in small-business opera- 
tion be fulfilled. 

Another thing in everybody’s mind is that the agency would 
not amount to much if it does not have adequate appropriations for 
operating expenses. 

There are some people down here, I believe, who feel SBA 
should be a part of the Department of Commerce. We have very 
strong views on this. We feel it should be an independent agency. 
We are definitely opposed to putting it under the Department of 
Commerce. All you have to do is look at the experience in the last 
several years. The Department of Commerce has twice had an op- 
portunity to do this job—during World War II, and lately during 
this Korean “police action’ and neither time has it done it. Each 
time Congress has felt it necessary to create an agency to do the job 
which had to be done. 

If it is a part of or under another agency such as the Department 
of Commerce, which has such multifarious duties and responsibilities, 
small business becomes the stepchild. We agree 100 percent that 
we do not want duplication, overlapping and unnecessary expense, 
but if the SBA does not have control over its men in the field who are 
doing its work and can say “do this’”’ but has to ask the local Commerce 
office for a man to do so and so, they just won’t get the man they want 
or the man competent to do their job. This will dilute and diffuse 
the whole authority necessary to get things accomplished. 

We would like to make some suggestions on particular provisions 
in the Thye bill. 

The bill provides for a limitation on loans to $100,000. A 
check of the loans made to small business since the advent of SDPA 
shows clearly that this limitation is way too low. It seems to us 
that if you are going to have this loaning policy committee which 
consists of the Administrator and the Secre tary of the Treasury and 
the Secretary of Commerce, you have a very effective brake to pre- 
vent SDPA from falling into the evil ways of the RFC. It seems to us 
that then you have men who will be in touch with the situation. 
And if you need larger loans they are in a position to make them. 
If you want smaller loans they are also in a position to cut the thing 
down. So that it would seem to us unnecessary to fix any limitation 
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by legislation. It seems to us it is unwise to do it, in that you may 
preve ‘nt small business doing the job that has to be done. 

2. Section 7A should provide for the financing of leases and rentals. 
There should also be a provision for interim financing of leases and 
rentals. There should also be a provision for interim financing of 
terminated contracts, something similar to the T loans which were 
available’after World War IT. 

At the end of World War II there were a great many small-business 
men left in the dilemma of having the Government owe them very 
large sums of money after a contract had been completed and it was 
quite a long time before the Government finally paid off those amounts 
of money. In the meantime, the businessman was left without that 
money to operate the peacetime business and consequently was 
c*ippled in the reconstruction period. We feel that this ought to be 
done, and it was done at the end of the last war. 

3. We feel strongly that there should be no limit as to the life of 
this agency. 

4. We question the use of the term “essential civilian production” 
thinking that it would lead to endless argument, and now that we are 
entering a peacetime economy we be lieve the word “essential” could 
we ‘ll be eliminated. 

We feel that in section 20 a clarification could be accomplished 
by the introduction of the word “such” on line 22, page 19 of Senate 
bill 1523, so that it would then read: 

Src. 20. To the fuliest extent the Administration deems practicable, it shall 
make a fair charge for the use of Government-owned property, and make and let 
such contracts on a basis that will result in a recovery of the direct costs incurred 
by the Administration for the use of said property. 

It is heartening and tremendously encouraging to see such fore- 
sighted planning by our friends in Congress encouraging the healthy 
growth of small enterprises. 

Thank you for this opportunity of presenting the views of our truly 
fine Smaller Business Association of New England. 

Senator Payne. May I ask, Mr. Noonan, how many members you 
have? 

Mr. Noonan. One thousand five hundred and eighty. 

Senator Payne. That is pretty well spread, is it not? 

Mr. Noonan. Yes. We have quite a lot of members in your State 
of Maine. Your Mr. Hyde I have worked with a lot. We have a 
very dense coverage in Connecticut, Massachusetts, and Rhode 
Island. 

These two bills that Senator Sparkman has introduced we are in 
favor of as a peacetime financing proposition. I noticed in the testi- 
mony this morning that there was some confusion about the financing 
in the SDPA and in war contract financing after that necessity disap- 
pears, and we are in a peacetime economy. ‘This idea of giving SBA 
loaning functions during an emergency is, in our opinion, a very 
excellent one and absolutely necessary. But the solution that we 
propose to the financing of small business is that it should be done in a 
manner similar to your Maine Development Corp., which has been a 

very fine experiment. It is pitifully small, of course, and that is the 
difficulty with it. But your lead has been followed in the Develop- 
ment Credit Corp., passed in January in Rhode Island, 1 in Connecti- 
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cut, I think, in February, and 1 that has been introduced and will be 
passed this month in Massachusetts. Our idea has been for 15 years 
to have a capital bank. We are 16 vears old. We are the oldest 
small-business association in the country. For 15 years we have been 
advocating the establishment of a capital bank, and a bill on the capital 
investment company which Senator Sparkman has introduced is 
almost identical with the idea of a capital bank which we had Senato: 
O'Mahoney introduce some time ago. 

We liked the other bill because it was a step forward. The FHA 
loan bill is a step forward. We support the Cleveland association in 
thinking that is a good bill. The final form of how you are going to 
give access to small business, to equity capital, and to venture risk 
capital is something that I think will resemble any of these things when 
it finally comes out in the wash. 

Last month we had a financial conference under the joint sponsor- 
ship of the Massachusetts Bankers Association and Boston University 
and the Smaller Business Association of New England. We had the 
most eminent bankers in New England, who had a reputation for 
doing things for small businesses. We had Dr. Neal, the managing 
director of the Federal Reserve Bank, and we had R. 5S. Noble, who 
for 8 years has headed the Canadian Credit Corporation, which has 
loaned over $85 million to small businesses in Canada and helped them 
do a tremendous job of expansion and development. At the con- 
clusion, Mr. MeCleod, the vice president of the Springfield Union 
Trust Co., said that the area of equity capital loans in banking in New 
England did not exist, and it was necessary that it should exist. 

Dr. Neal at the dinner that night in a magnificent speech said the 
same thing. He looked toward such a National Development Credit 
Corp. of some kind, financed by private enterprise and administered 
by the banks themselves and the stockholders, with the idea that we 
didn’t want any handouts of Government money. 

Senator Payne. That sort of thing can come, but as you know from 
the experience we had in Maine with the Maine Development Credit 
Corp.—I happened to be one of the original incorporators of that plan. 
We started it and naturally the amount of risk capital that is available 
today under our taxation systems that have been in effect over the 
years just simply has dried up a lot of that source. The result is, of 
course, that we are down to a level where we are just not able to step 
in except on very small and very scattered types of industry. 

Mr. Noonan. The idea is to set up this investment corporation 
nationally in the 13 regional districts of the Federal Reserve bank 
and the Federal Reserve bank buying in each one of the districts 
$5 million worth of the stock and within 2 years selling it to private 
industry. I don’t think you would have a bit of trouble in the world 
selling that in New England. 

The people who would buy that are the telephone companies, the 
power companies, and so on. They want to contribute something 
toward small business development expansion because it means busi- 
ness to them. 

Senator Payne. I wanted to see whether or not you agreed with 
me. Ithas been my thought that before we rush in quickly, dissolving 
agencies that are presently the only agencies where you can go to get 
the necessary help for small business, the type of capital we are talk- 
ing about, perhaps we should not proceed with such dissolution before 
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we take sufficient time to consider alternatives. I do not think you 
can take sufficient time in 30 or 60 days to develop and build the 
type of structure that is going to be lasting and will incorporate 
the features that would be desirable to you, to small business generally, 
and yet fit into our free enterprise pattern. I just have a feeling 
that sufficient time should be taken rather than to get into measures 
that open up loopholes here, there, and somewhere else. It would 
require a lot of work then to redo it correctly. 

Mr. Noonan. | thoroughly agree with your viewpoint. I think 
if you do as you say, then you will have a small business administra- 
tion that will not be a hodgepodge. It will not be something tem- 
porary. It will be for keeps. There are a great many enemies of 
SDPA. To me it is sickening to see some of the planted columnists’ 
statements about SDPA. They say it is not worth anything, it 
hasn’t done anything. 1 am talking about definite columnists that 
| am thinking of. Without asking anybody about the facts or with- 
out investigating the facts, they just flatly say it is no good, and it 
ought to be thrown out because it costs money. But that is silly. 
They have done a wonderful job with the authority they have. 

I believe that if you take enough time to set up this thing for small 
business, and in the meantime would say, somehow, if you are going 
to abolish RFC, leave some loaning authority temporarily in the 
SBA until you get this other thing set up, that will be better. But 
don’t let there be a gap when there is no loaning authority there at 
all, because if you do you are going to have an awful mess on your 
hands. 

You are going to have these contracts, sub and prime centracts 
that the Government gives out, going over to the big companies be 
cause the small companies cannot possibly get any finances on them. 

Senator Payne. Senator Sparkman, do you bave any questions? 

Senator SPARKMAN. Mr. Chairman, I am sorry that I was pot 
here for all of the statement. 1 know something of the very fine 
job that has been done for a long time by this small business organiza- 
tion in New England. 

Senator Payne. We are always doing something fine up there. 

Senator SPARKMAN. Youareright. | would say a hearty ‘“Amen’’ 
to that. I do want to commend these gentlemen and express my 
appreciation for the help they are giving on this legislation, as they 
have done on every matter that we have had up pertaining to small 
business during the time that I have been actively connected with 
the Select Committee on Small Business. 

We have always found the New England association to be a very 
strong and fine association and its representatives have advised with 
our committee and helped us many, many times, 

My understanding is that the effect of your statement is to endorse 
the Thye bill, with some changes. 

Mr. Noonan. Yes. 

Senator SPARKMAN. I was glad to hear what you had to say about 
the work that SDPA has done. Of course you realize that SDPA has 
had a pretty hard struggle from the very beginning. First it had a 
hard struggle getting enacted into law and then in getting proper 
authority. 

Mr. Noonan. And in getting the money. 

Senator SPARKMAN. It is pretty seriously limited even now. 
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Mr. Noonan. Yes, it is. 

Senator SPARKMAN. By law and proper provision for it. But even 
in spite of all those restrictions and limitations, you feel that it has 
rendered a real service to the smaller business people of this country? 

Mr. Noonan. Senator Sparkman, I am in that office of SDPA from 
6 to 8 times a week with small-business men, members and nonmem- 
bers, of our association. We work for ponmembers just as well as 
members on the theory that maybe if we work hard enough for them 
they will be members. I have never yet been dissatisfied with what 
was done for those fellows. I have seen some perfectly miraculous 
things done. 

For illustration, there is a firm in Worcester. They helped him set 
up his financial application to the RFC for a $212,000 loan because 
he had a $450,000 contract and he had the know-how and the plant 
and the men and everything. Then after they set it up he brought 
it to me and said, ‘“‘Look at this thing. They are asking me in the 
initial stages of this contract to start to pay back $3,900 a month, 
and we can’t do it,” 

I took the SDPA man and he and I went over to the RFC and we 
told them the story. Mr. Golden said, ‘Well, look, we don’t want 
any defaults in the RFC. How much can you pay?” 

He said $1,900. He said, ‘‘Write me a letter and that is what you 
will pay. We know you are all right. These men have vouched for 
you.” 

Two days later that is what he did. He completed that contract 
and he paid off his loan and he made a very, very nice profit on it. 
That is just one of mary cases similar to that. 

Senator SPARKMAN, | think one of the jobs that SDPA does that 
certainly is not glamorous and receives very little attention is examin- 
ing the competence of a company to fulfill the terms of a contract and 
issuing that certificate of competence. 

Do you not feel that has been a real service to small business people? 

Mr. Noonan. I can give you a striking example of that. The 
two Spang brothers, of course the armed services didn’t know it, but 
they are brothers of the president of Gillette Safety Razor, who is, 
as you might imagine, a right responsible fellow 

Senator SPARKMAN. You mean that ‘‘click-click’’ man? 

Mr. Noonan. Yes. 

They had a low bid on the contract and the know-how and a beauti- 
ful plant. The engineers said they didn’t have the machinery to do 
it. The big thing they objected to was that they didn’t have enough 
finances. ‘They weren’t financially responsible enough. They wanted 
to give it to the next highest bidder. The SDPA went over there with 
their engineers and they made a very careful survey of the plant and 
showed the procurement engineers that they were wrong. They 
certified them as competent, and as to finances, they said, “If you 
want Mr. Spang, the president of Gillette Safety Razor, to sign the 
thing, too, we can get you that.”’ 

“Why, he isn’t the same fellow,” they said. 

“Oh, yes, he is,’”’ so that ended that, and they got the contract for 
$350,000. I could sit here for 3 hours, Senator, and tell you detailed 
things like that that they have done. It is amazing. I am very 
proud of them, really. 
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Senator SparkKMAN. I do not want to belabor the point, but you 
may not be familiar with this little statistic that the loans that have 
been made to small businesses under the SDPA program since SDPA 
has been in existence, total approximately $49 million. The loss to 
the Government so far was one loan of $48,000. ‘That was on a con- 
tract that had already been let by the Army before SDPA was in the 
picture and SDPA did not issue a certificate of competency in that es 

Mr. Noonan. Senator, that connects with the statement of R. 
Noble at our conference with Boston University and the Scosiatemties 
Bankers Association and the Smaller Business Association on the sub- 
ject of equity capital. We sat from 2 o’clock in the afternoon until 
10 o'clock at night. KR. S. Noble, the director for 8 vears of the 
Development Credit Corp. of the Canadian banking system, said they 
had loaned and gotten back over a period of 8 years $85 million to 
small businesses to develop Canada. They have done a swell job of 
developing Canada, and that the losses were one-half of the losses that 
the banks themselves sustained on loans. That was more remarkable 
when you remember that they were not allowed to make a loan to a 
small business until the business had been turned down by the banks. 

So they got the unselected loans. 

Senator SpaARKMAN. If there were any marginal loans, they were in 
that crowd, were they not? 

Senator Payne. Are there any further questions? 

Senator SparKMAN. On this investment capital, you do have some 
organizations in New England, private organizations, that carry on 
that business; do you not? 

Mr. Noonan. Yes. 

Senator aad was one of the original incorporators of the First 
Investment Capital Bank, and they have done a very excellent job. 
They have had the pilot plant, so to speak, for all New E ngland. 

New Hampshire followed suit and passed a development credit 
corporation. 

In January Tom Monaghan up there got Governor Roberts to pass 

1 development credit corporation which is better than any of them 
30 far. 

Then with those 3, we got Connecticut to pass 1, and we now have 
| in Massachusetts ready to be voted on this coming week. We think 
that is going to be the best one. The others are sometimes pitifully 
small, but this is going to be large. It is going to be all with private 
capital, the same as your capital bank idea. We have been behind 
that thing for 15 years, as you well know. 

Senator SparRKMAN. That is right, 

Where does the J. H. Whitney Co. operate? 

Mr. Day. I am quite sure it is Connecticut. 

Mr. Noonan. Oh, yes. 

Senator SparKMAN. That has been in operation for a good many 
years; has it not? 

Mr. Noonan. Yes, it has. I know who you mean now. 

Senator SparKMAN. That is all, Mr. Chairman. 

Senator Payne. Thank you very much, Mr. Noonan. 

The next witness will be John A. Long, executive vice president of 
Photoswitch, Ine. 

I might state here for the record that Mr. Long contacted me at 
about the time the proposal was introduced to abolish RFC. He 
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showed an unusual interest in it and indicated to me that he came on 
his own. Because of experience in connection with RFC he wanted 
to do everything he could to place the facts before the committee and 
have all available information at its disposal. He asked me what he 
could do and I said if he was in contact with other industry throughout 
his region or any other section that was able to furnish anything to the 
committee that could be helpful to us to know the problems of el 
business and how we might be of assistance, I thought it would be 
real service to the committee. 

Mr. Long proceeded from that point and did submit two bound 
volumes of communications that I think will be very interesting 
reading, and which already have been introduced into the records here 
and will be available to all members of the committee. 

Mr. Long, you proceed in your own way. 


STATEMENT OF JOHN A. LONG, EXECUTIVE VICE PRESIDENT, 
PHOTOSWITCH, INC. 


Mr. Lone. I wanted to ask you this. As you know, I have made 
quite an extensive preparation on this controversial issue of the RFC 
continuance. In other words, I am not speaking in connection so 
much with these bills on the Smaller War Plants as in favor of con- 
tinuing with the RFC. I wonder whether there is any possibility of 
my presentation being made when a quorum of the committee is at 
hand. Is that an unusual request? 

Senator Payne. That is going to be a rather difficult thing. Today 
does conclude the se heduled hearings that have been listed. At the 
close of the hearings today we will recess subject to call of the chairman 
in the event there should be others that they feel it is necessary to hear 
or to receive Department reports and so forth to be made a matter of 
rec ord. 

Mr. Lone. What I am going to say is things that people like Senator 
Bush and others who have taken a stand in their talks should hear 
They have taken the opposite side, too. 

Senator Paynse. They will have it available in the record. 

Mr. Lona. I would feel that it would be much more satisfactory, 
if I could, to make a presentation when some of them are present. 

Senator Paynn. It is going to be a difficult job, I can tell you now, to 
have a full committee. 

Mr. Lona. | don’t mean a full committee, but I mean like this 
morning where there were seven Senators present. 

Senator Payne. Senator Bush is presiding at the present time down 
in the Senate, so he will not be able to be here, although he had indi- 
cated that he wanted to. 

You can proceed, Mr. Long, in any way that you care to, or I will 
be very happy indeed to give this information to the chairman of the 
committee. 

Mr. Lona. I appreciate that. The only reason I make a suggestion 
like that, which is perhaps unusual, is that I would like to be able to 
obtain the reaction of these gentlemen whom I know have taken issue 
with many of the things that I am going to say. 

Senator Payne. I can understand your position on it. 

Senator 5PARKMAN. Mr. Long, let me say that I certainly appreciate 
the work that you have done here. You are prese nting to the com- 
mittee something that is more adequate on this particular line than 
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anything we have had yet. I wish very much that we could have the 
whole committee present when you make this presentaticn. 

Senator Payne. Why do you not proceed while you are here, Mr. 
Long. 

Mr. Lone. I appreciate that. There are no two people whom | 
would rather have here than you gentlemen whose opinion is of great 
value. I can make my time completely available to your committee. 

Senator SpARKMAN. The only trouble is that Senator Payne and | 
are among the 99. It is the one you want to go out and seek. You 
remember the parable of the lost sheep, do you not? 

Mr. Lona. I would prefer to do battle with all the opposition 
around, 

Senator SpARKMAN. That is just what I was thinking. 

Mr. Lona. It is a disappointment to me, quite frankly, that some 
of the people who were there this morning and who asked questions 
which I know would be pertinent to this picture will not be at hand 
| feel that 1 am completely among friends here. 

[ am here to present the position of growth or expanding business 
as it exists today and the manner in which the Reconstruction 
Finance Corporation has worked with such businesses to enable 
them to help themselves. The views which I express will be the 
collective opinion of a large cross section of representative American 
businesses throughout the country who are presently operating under 
Reconstruction Finance Corporation loans. 

These views are the result of a survey which has just been com- 
pleted. 

It has been my privilege to collect these views from a large number 
of concerns contributing substantially to the growth of United States 
industry, and shown on published lists as having received author- 
ization for Reconstruction Finance Corporation loans. 

Approximately 230 letters received from expanding companies 
relying upon Reconstruction Finance Corporation loans have been 
turned over to Senator Payne and made available to this committee 
(see p. 382). It is clear from reading the letters that they have been 
written by sincere people who have a strong conviction that the 
Reconstruction Finance Corporation fills an existing need and is 
making a unique contribution to the economy of the Nation and 
should be continued. It is also apparent that the writers of these 
letters approached the Reconstruction Finance Corporation without 
introduction or political influence and represent truly a cross section 
of American industry. 

I quote from the experience of the Spencer Rubber Products Co., 
Manchester, Conn.: 

We were one of those organizations who walked into the RFC with nothing 
but our profit-and-loss statement and orders covering legitimate business which 
we could not finance through our own local bank because of the quantities of 
money involved. In fact our own local bank sent us to RFC, and I repeat, we 
walked in and at no time have even felt the need of having an attorney represent 
us in any way. We simply walked in with the facts of our needs and I can assure 
you there were no strings pulled in any way and all has been very businesslike in 
our dealings with this organization (letter No. 109). 


Hess Bros. Sheet Metal Works, Jacksonville, Fla.: 


We didn’t have to know anyone to get our loan, in fact scarcely knew any of the 
local RFC personnel. We went to RFC at the suggestion of the Florida National 
Bank because the type of loan we needed the bank could not make under existing 
banking laws, State and Federal (letter No. 201). 
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Many of these letters place great emphasis on the significant 
performance of the local agencies of the Reconstruction Finance 
Corporation in various sections of the country. They mention the 
thoroughness of the original investigation, the impartial approach 
to the granting of the loan, and the great helpfulness of RFC petson- 
nel in working with the business during the course of the loan. 

Evidence of the helpful assistance of local RFC agency offices 
runs throughout the letters which I have received. 

In each case, in quoting extracts from these letters, I am limiting 
the number to the minimum, which will give you a very brief picture 
cutting the written presentation which you have bere approximately 
in half. All of the additional letters of the written presentation are 
equally important and I shall be glad to include them at your request 

Senator Payne. I understand, Mr. Long, that you would like 
to have your statement in full made a part of the record. 

Mr. Lona. Yes. 

Senator Payne. And you are going to proceed in your own way 
now to discuss certain phases? 

Mr. Lona. That is right. In other words, whenever I come to a 
group of letters, 1 will omit at least half of them in the verbal pres- 
entation. 

Frederick V. Lawrence, Inc., Falmouth, Mass.: 

In addition to financial assistance, the agency has furnished us with timely 
advice on management, legal, and accounting problems (letter No. 34). 


C. L. Bryant Corp., Cleveland, Ohio: 


Everyone in this organization from the Cleveland office through Washinetor 
whom I have ever had the pleasure of dealing with were men who knew their 
business, considered that they had an obligation to the taxpayers, as well as to 
perform the functions of loaning money where bank credit was not availabl 
Never has a loan been made to us vithout a very careful analysis of all the con- 
ditions vith a view to helping the defense effort, and at the same time preserving 
the assets of Reconstruction Finance Corporation, and in all instances insisted 
upon guaranties to give them the maximum amount of protection (letter No, 76 


Price Motor €o., Butte, Mont.: 


During the meetings regarding our request for this loan, our local RFC offic 
in Helena, Mont., who works under the RFC main office in Spokane, Wash., was 
certainly very cooperative and helped in every manner and form to make our 
business dealings most pleasant and I cannot speak too highly for both the RFC 
offices in Helena and Spokane. The personnel in charge of the two offices, | 
found by my personal experience, that they just went all out to be cooperative 
(letter No. 79). 


From Lakeland, Fla., an RFC borrower writes: 


It is difficult to express our grateful appreciation of Reconstruction Finance 
Corporation assistance, for it has been the most effective partner in our business 
Our relations with the Jacksonville, Fla., office have been pleasant in ever) 
respect. They are willing to extend us personal service, complete understanding 
of our problems, fair and courteous treatment at all times (letter No. 65). 


From Valparaiso, Fla.: 


Any loans that I have made from the Jacksonville office of the RFC have been 
granted without bias or favor, under the strictest type of banking procedure, but 
expedited by a most considerate and cooperative staff (letter No. 126). 


Harvey Whipple, Inc., Springfield, Mass.: 


Never was a more thoroughly businesslike investigation made. We were 
requested to furnish every type of schedule in full detail of our assets; all our 
costs were examined, our previous operating figures over the years of our existence 
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were examined, an outside appraisal of our plant had to be furnished. We were 
required to forecast our operations results for succeeding years. In other words, 
before we could qualify for a loan, our records had to prove us worthy. The 
personnel of the Boston office assigned to our investigation gave us every assistance 
possible, but were very firm in getting fullest information in order to base their 


decision of accepting or rejecting our request for aid (letter No. 111). 
James H. Craggs Construction Co., Ocala, Fla.: 


Within the RFC organization there are many highly qualified individuals 
who are expert in the field of business analysis, and have through the many years 
of service to the Government, welded into the lower echelons an intelligent 
capacity that would not be replaced without the expenditure of many millions 
and over an extended period of inefficiency (letter No. 127 


Reich Bros. Manufacturing Co., Terre Haute, Ind.: 


We found the men in the RFC to be very thorough in their investigation, even 
more so than the private banks with whom we had been discussing our problem 
The RFC approved a participation loan with the only bank we could find to con- 
sider our case. We have been able to continue our business, in fact to expand 
our factory to take care of eight times our 1949 gross sales in heavy machinery 
as well as operate a separate division in jet engine-part manufacturing (‘etter No 
139 
Federal Industries, Inc., Detroit, Mich.: 


All of our dealings with the agency in Detroit have been on a high plane, con 
ducted in a most businesslike manner and always in accord with top ethical 
practice Che personnel in the Detroit district office with whom we have been 

contact from time to time have merited and earned our highest regard (letter 


No. 145 

Montana Engineering & Construction Co., Helena, Mont.: 

My experience with the local branch office of the RFC has been that they know 
their business and have helped me in many ways in straightening out my financial 
condition when a loan was not the contributing purpose. They have given me the 


best in sound counseling, even better than our banks have been able to do (letter 
No. 150) 


Bobanok Corp., Fort Smith, Ark.: 

My contact and experience with the RFC has been with the Little Rock office 
and I never expect to deal with a more thorough, intelligent, and businesslike 
group of men. I don’t believe anyone could possibly obtain a loan from this 
office that was not properly secured and protected. In addition to the loan we 
received after their very thorough investigation, I have learned some very valuable 
lessons in good, sound business principles that are worth a lot to me (letter No. 
167). 

Ta-Mar, Inc., Culver City, Calif.: 

The RFC personnel is of an extremely high caliber and are very practical about 
letting yourun your business as you see fit. In other words, they are good business- 
men as well as custodians (letter No. 186). 


The many purposes for which the loans were granted indicate the 
very broad scope of the useful activities of the Reconstruction Finance 
Corporation. In all cases, of course, the loans were made after refusal 
by private banking institutions. 

Among the many purposes for loans mentioned in these letters are 
the following: 

1. Loans to provide working capital for growth industries; 

2. For the purchase of capital equipment; 

3. For rebuilding and providing working capital after a disaster; 

4. To provide funds to tide over a temporary period of business 
recession ; 

5. To finance defense production; 
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6. To support community projects; 
7. To modernize production equipment; and 

8. To provide working capital for a seasonal] business. 

As I see it, growth business by its very nature represents and 
stands for the basic principles of rugged individuals which have 
been responsible for the growth of American industry. 

The average profitable growth business exists because it has suc- 
cessfully met the giants of industry in the field of competition without 
asking any quarter. Having succeeded against these formidable odds 
and wrested an ever-increasing share of the market is sufficient 
evidence of its competence and reaffirms the success of the free- 
enterprise system. Legislation, however, over the past 20 years, has 
placed increasing burdens upon busimesses of limited capital and 
individual enterprise has been greatly delimited. All of these regula- 
tions bear harder on the new growth businesses than on the established 
large corporations. 

More strangling to growth businesses than all of these burdens 
combined, however, are the existing tax laws which prevent businesses 
from using their profits for the purpose of expansion. It is generally 
conceded that the excess profits tax, for example, not only makes it 
impossible for businesses to use their own profit for growth, but in 
addition has completely destroyed the attractiveness of new busmess 
to equity capital investors. 

The tremendous importance of Reconstruction Finance Corporation 
loans to the growth of United States industry is evidenced by the 
fact that over 600,000 loans have been made in the past 20 years. 
The broad nature and important purposes of these loans are indicated 
in the following excerpts from letters received from RFC borrowers 


DISASTER LOANS 


Parsons Bros. Slate Co., Pen Argyl, Pa.: 


We are an old successful slate company, established in 1892. In 1948 we 
experienced a cave-in of our slate quarry that put us out of business overnight. 
Immediately our friendly quarry competitors cooperated with us in furnishing 
us slate rock to keep our mills, organization, and men going until we developed a 
new quarry. After spending $100,000 developing a new quarry with our reserve 
cash, we secured a loan from the RFC (letter No. 48). 


Bar Harbor Hotel Co., Inc., Bar Harbor, Maine: 


A great fire razed one-fifth of the town of Bar Harbor and destroyed all the 
hotels in 1947 and without the aid of the Reconstruction Finance Corporation 
we would have been unable to build a new hotel (letter No. 8). 


Raymond-Smith Lumber Co., Henning, Tenn.: 


On August 21, 1952 my sawmill was struck by lightning and was completely 
destroyed by the fire it caused. Not having enough fire insurance to replace my 
mull I naturally went to my local bank but learned that our banks frown on long- 
term loans, the kind I needed. My next thought was the RFC. After the RFC 
made a thorough investigation of my past operation I was able to secure a loan 
sufficient to rebuild my sawmill. Needless to say if it had not been for this 
lending agency I would have been out of business for good (letter No. 91). 


Abernathy Casket Co., Kansas City, Mo.: With reference to the 
disastrous Kansas City flood of 1951, they write: 


It would have been impossible for our business to reopen if we had not had the 
assisfance of the Reconstruction Finance Corporation. This is not only true for 
our business, but also includes many other businesses here in Kansas City (letter 
No. 165). 
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Monarch Shingle Co., Portland, Oreg. : 


Back in 1948 when Portland, Oreg. had the biggest flood in over a 50-year 
period, we ourselves and many others would have suffered a total loss in our 
businesses had we not been able to obtain a disaster loan with which it was 
possible to rebuild our plants. We had three shingle-manufacturing plants in 
Portland at that time, all of which were completely submerged in floodwaters. 
Needless to say our losses through this disaster ran quite high and we know that 
without the help of the Reconstruction Finance Corporation we would have been 
unable to rebuild our plants for an indefinite period of time (letter No. 226). 


WORKING CAPITAL LOANS 


Clifden Rocktool Co., Inc., Rockaway, N. J.: 


We manufacture rock-drilling tools, sell and service machinery and supplies 
for rock drillers and are engaged in a long-range experimental program to pro- 
duce better products to do this type of work. The majority of our tools are 
used in mines, tunnels, and general construction. In the last 2 years we have 
been doing quite a bit of business with the Government, selling them tools for 
work on classified projects all over the world. Our biggest stumbling block has 
been to get working capital. Our taxes, this year alone, will be about $30,000 
on a $60,000 profit, and yet we have tied up twice that amount in inventory, 
better equipment, and higher accounts receivable. Thus, we have arrived at a 
point in our business where, if we are as successful this year as we were last year, 
we will be teetering on the verge of bankruptcy. We approached the RFC and 
were very courteously received. We were impressed with the thorough way in 
which they investigated our business, our background and our capabilities. 
After about 3 weeks, we were notified that our loan had been approved and 
had been sent down to Washington. It is down there now being processed, and, 
we hope being approved (letter No. 43). 


Southland Oil Corp., Savannah, Ga.: 


I personally contacted 5 banking institutions and 8 insurance companies for 
the financing. Their representatives looked over our brochure and showed in- 
terest to the extent that they presented our proposition to their boards. In every 
instance we received the following stock answer, ‘‘Your proposition looks very 
favorable, but your company has no historical background. If you can get a 
year’s operating history, we will reconsider.’’ While they admitted that my 
own experience in the field was sufficient, their policy was to finance only estab- 
lished enterprises. We then applied to RFC and were successful in securing a 
loan. We are now in our second year of operation, and retiring the loan on 
schedule. We are adding to the economy of our locality and have become a 
factor in our local.industry. There are numerous other concerns in this State 
that owe their existence to RFC and have long since paid up their loans and are 
now an important factor in the economy of the State and the Nation (letter No. 
64). 


Newton Mowers, Inc., Manitowoc, Wis.: 


The Reconstruction Finance Corporation has been of considerable assistance 
to us in obtaining working capital. Being a new corporation, comparatively, we 
have had considerable trouble in obtaining adequate working capital even though 
we have proved our product and proved ourselves a stable and progressive cor- 
poration. The inequities of the tax laws have cut our profits to a point where 
our gains cannot supply the working capital needed (letter No. 78). 


W. A. Noon, Drummond, Mont.: 


The writer has been associated with various mining enterprises in both Idaho 
and Montana for over 20 years and is now operating on tungsten properties, on 
Henderson Greek, in Granite County, Mont., under an RFC loan recently granted 
for the enlargement of our operation. Their assistance was the only available 
means by which sufficient capital could be obtained to increase production of this 
critical material although the operation itself had a practical and promising future 
based on a long record of production. Mining is a specialized business and 
experienced operators are handicapped by the difficulty of getting sufficient 
capital for expansion, when needed, through regular banking channels in Montana, 
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and there is too slight an inducement to interest investors of private capita! 
mining ventures under existing financial regulations and tax restrictions. \\ 
also know that the RFC has been of constructive assistance to other mini; 
companies and industries in Montana, particularly those needing extra capita 
not available from other sources, and the assistance of the RFC has bridged o) 
the period between the start of profitable, growing industries and their devel 
ment of production and earning capacity It is readily understood what need 
the RFC has filled in the mining industry in this northwest country wit! 
tremendous undeveloped resources and unavailability of capital (letter No. 151 


Imperial Glass Corp., Bellaire, Ohio: 


We first turned to the Reconstruction Finance Corporation in 1939. The lo 
depression had reduced our physical property to a serious state of disrepair, and 
on the horizon of general business recovery, we were without funds necessary for 
improvement and working capital to meet the situation, nor could the local ban} 
provide them for us. Our problems were solved by a loan obtained from t 
Reeonstruction Finance Corporation, and the result was so successful that we 
were not only able to reestablish our company in the table glassware industry 
but to secure our position for the future, retiring the loan, incidentally, consider 
ably ahead of schedule (letter No. 154) 


Rocky Mountain Service, Inc., St. George, Utah: 


In the community in which we have developed our transportation business 
there is only one relatively small bank. It has been the only financial connectio: 
that we have had, and our need for reasonably long term borrowed capital ex 
ceeded their capacity to supply Without the services of the Reconstructio1 
Finance Corporation we could not have accomplished the development of our 
organization, which is at this time one of the major employing units in our commu 
nits It is our considered opinion that the elimination of the Reconstructior 
Finanee Corporation would be a major disaster to the future development and 
expansion of many potentially sound and worthwhile business institutions (letter 


No. 176 
Snellstrom Lumber Co., Eugene, Oreg.: 


Dating back many years ago when our firm first entered business, it wa 
possible for a new business to retain the majority of its earnings so as to obtair 
working capital in that manner. However, with the advent of high taxes, par 
ticularly Federal, it is impossible now to retain sufficient of one’s earnings to build 
a capital structure in proportion to inflated needs. I believe our firm was thi 
first one to obtain a lumber loan from the Portland branch of the RFC. Thi 
came at a time when it was impossible for us to obtain normal bank credit. Th: 
loan was paid off in advance of due date and from then on our firm prospered 
Had this loan not been available to us, we would have had to liquidate. Thy 
writer personally prepared independent reports for the Durable Fir Lumber Co., 
of Dorena, Oreg., and for the Giustina Bros. Lumber Co., Eugene, Oreg., so am 
familiar with activities with the RFC other than our own. These firms wer 
successful in obtaining their loans and in due course were repaid. In both in 
stances funds were not available to those companies from other banking sources 
These firms have continued to expand and prosper (letter No. 190). 


Sampson Grain Co., Prosser, Wash.: 


Our company is presently operating under a Reconstruction Finance Corpora 
tion loan. This loan has provided growth capital for our organization during a 
period when our agricultural industry was experiencing rapid development. One 
of the outstanding services performed by our organization was the development 
of a unique harvesting method which salvaged a quarter of a million dollars’ 
worth of dry commercial beans for our producers in 1949 (letter No. 228). 


Hammel-Dahl Co.,. Providence, R. I.: 


In 1951 this company obtained a defense production loan which has enabled 
us to expand our volume of business to three times its former size, with the con 
struction of a new plant in Warwick, R. I. This has resulted directly in increased 
employment to Rhode Island workers and an increase in local payrolls from 
$300,000 to nearly $1 million. We estimate that $500,000 per vear is now 
expended for manufacturing materials and supplies from local vendors. Over 
60 percent of our production is directly connected with the defense effort, to a 
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rge extent for the projects of the Atomic Energy Commission. We wish to 
phasize that the cooperation received from the Boston agency of the RFC 
is been extremely gratifying and with a minimum of redtape, due to the experi- 
ce and qualifications of the personnel. The employees of this ageney with 
om we have had contact have all performed their services for the Government 
an extremely conscientious manner (letter No. 38) 


CAPITAL EQUIPMENT LOANS 


Citrus Pulp Co., Lakeland, Fla.: 


It was vitallv necessary for us to secure the $50,000 Reconstruction Finance 
Corporation loan in building our citrus pulp bill at Forest City, Fla None of the 
ocal banks could or would make this type of loan: and we were too small and 

1 new a company to secure the necessary financing elsewhere (letter No. 55 


Way nesboro Fertilizer Co., Waynesboro, Cra.: 


About 5 years ago we desired to enlarge the facilities of our cotton storage 
varehouse in Waynesboro, and found that in order to accomplish our aim we 
vould have to obtain a loan of approximately $50,000. We contemplated that 
this could be repaid within 10 years. This money was made available by Recon 
truction Finance Corporation. We have been able to anticipate the payments 
ind liquidated this loan within 5 years. This addition to our warehouse plant 
1as Made it possible for us to render a storage service to commodities from this 
irea at a time when storage facilities have been extremely crowded (letter No. 61 


The Kusey Press, Leominster, Mass 


Without the help of the RFC I would not have been able to replace obsolete 
ind wornout equipment, nor to make any expansion to handle increased printing 


eeds for plants in this area which are handling defense contracts, not to mention 


nnumerable companies which supply essential civilian need The banks in our 
rea have shown no disposition to work with small business on a long-term plan 
[ don’t know what the policy of banks in other areas is, but younger and growing 
usinesses with limited capital would be greatly handicapped without the Recon- 


truction Finance Corporation letter No. 25 


The Brush Beryllium Co., Cleveland, Ohio: 


The ease of the Brush Beryllium Co., of which I am treasurer, presents a good 
xample of the serviee rendered by REC For a period of 4 vear beginning in 
48, the United States had only one source of beryllium copper, a strategie alloy 


During World War II we have been the second source, producing 40 percent of 


he Nation’s supply Fire substantially destroyed the plant and, due to a combi- 
nation of circumstances, we were financially unable to replace our production 
facilities. Two large Cleveland banks, one of whom knew our complete history, 
justifiably declined to finance the construction of a new plant. Their judgments 
vere well within the realms of sound banking practice After the essentiality 


vas certified by Defense Production Administration, the RFC authorized a loan 
0 our company which enabled us to assemble and erect the necessary plant, which 
s now being completed and will commence production next month (letter No, 160 


Wien Airlines, Inc., Alaska: 


As an airline, we have not been able to obtain long-term financing, so we have 
uisked the assistance of the RFC particularly for the funds to build a new hangar 
at Fairbanks International Airport, and more besides for operations. The banks 
tell us that the airlines are not the best places for investors to put their money, 
and we know that the Alaska carriers have not had a very satisfactory earnings 
record in the past. This makes it difficult for us to sell stock or to engage in long- 
term financing (letter No. 177) 


Morrison & Lamping, Walla Walla, Wash 


The contracting business is classed as a risky venture, and outside of short-term 
job financing, the banks either do not care to or will not loan money to contractors 
Our success is due in part to the fact that we received a $20,000 loan from the 
RFC in 1948, which permitted us to purchase certain equipment necessary to our 
business. This loan was paid off in 5 years. We have recently applied for and 
received another loan from that organization for further expansion of our business 
(letter No. 193). 
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Puerto Rico Ice Co., San Juan, P. R.: 


Our corporation is operating under an RFC loan which has facilitated our 
growth and at the same time our contribution to the defense program. We are 
presently the ice suppliers for various military training camps, which without the 
RFC contributions it would have been impossible due to lack of capacity. With 
the RFC loan we were able to buy equipment to increase our capacity to meet 
the military training camps’ demands (letter No. 196). 


H. L. Dunn Construction Co., Beeville, Tex.: 


During the 7-year period, since the initial RFC loan was made, our business 
has increased in sales and service volume by approximately 300 percent. We are 
dirt-moving and brush-clearing contractors, employing the use of heavy machin- 
ery, the purchase of which requires a substantial capital investment; consequently, 
such capital investment, and the accompanying expenses of operations, has 
increased proportionately during the same period. During the referenced period 
we have secured numerous short-term loans from the banks with which our ac- 
counts are carried; however, we have never been able to secure a loan of any size 
for longer than an 18-month term. It is our firm belief that had our business 
operations been deprived of the long-term substantial-sized loan:, received from 
Reconstruction Finance Corporation, during the period of years referenced above, 
such operations would now be on approximately the same scale as at the beginning 
of this period. It is also well to point out that our operations, during these years, 
have been limited almost exclusively to assistance in the research for oil-bearing 
structures throughout the brushy areas of Southwest Texas; thus, being considered 
as directly connected with the National defense Program (letter No. 221). 


Oregon Fibre Products, Inc., Pilot Rock, Oreg.: 


As an example of the type of assistance rendered by the Reconstruction Financ 
Corporetion, may I cite our own coproration. We are building a plant to process 
wood fibers into hard board and insulation board products. Our source of raw 
material will be the waste wood normally burned by sawmills and lumber re- 
manufacturing plants, which has amounted to an average of $3 million in finished 
hard board sales value burned annually here at Pilot Rock alone; and a noncom 
mercial tree known as lodgepole pine. We will employ approximately 125 peopl 
in our plant. This utilization of our precious wood waste and increased payroll 
for our community would not have been possible without the loan we are receiving 
from the RFC (letter No. 225). 


TEMPORARY RECESSION 


Ames Precision Machine Works, Waltham, Mass.: 


We are a small machine tool manufacturer employing a working force of 40 
to 50 employees. In 1949 this industry was very depressed. We were in dire 
need of a long-term loan and were unable to obtain help from any private source. 
The Reconstruction Finance Corporation granted us a long-term working capital 
loan. Had this source failed us, as did all others, we would not be in business 
today. At some point in the life of every small business, the ability to obtain 


long-term financial assistance can be the difference between life or death (letter 
No. 17) 


Hayward Wollen Co., East Douglas, Mass.: 


It is my intent to stress the utter hopelessness of small businesses in securing 
assistance from private banking facilities when they are in financial difficulties, 
most times caused by temporary changes in our economic picture. This happened 
to us in 1949, as it did to the only other industry in this town which was a mill in 
the same business. Through the assistance of the RFC, we were able to reestab- 
lish ourselves and put our employees back to work. Both mills are now operating 
3 shifts, 24 hours a day, 6 daysa week. You can, therefore, see that if this assist- 
ance from a Government agency was not forthcoming, this town of 3,000 people 
would have been a ghost town. Inthe past 2 years part of our production has been 
on Government work and on one item, a shrink-resistant shirting for the armed 
services, which was direly needed, we not only performed our own contract, but in 
order to assist the Government, we had to complete contracts for mills in the 
South and in the North, as we were 1 of 2 mills in the industry who was able to 
meet Government specifications on this item. As of this week we have completed 
1,500,000 yards of this cloth (letter No. 22). 
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Dayton Precision Manufacturing Co., Dayton, Ohio: 


Due to the adverse business conditions in 1946, which included a nationwide 
copper strike, our company was in great need of financial assistance by December 
of that year. Private banking houses were not interested in assisting us in this 
emergency. We were able to secure a Reconstruction Finance Corporation loan 
through one of our local banks in February of 1947, which enabled us to keep 
our company intact and to permit the growth that has followed. In the last 6 
years we have not only recovered the losses of our first year in business, but have 
made a substantial profit. Our growth required refinancing in August of 1950 
and again the Reconstruction Finance Corporation, through local bank partici- 
pation, handled our requirements. Subsequent to the outbreak of hostilities in 
Korea, and in conjunction with the United States Air Force, we planned a plant 
expansion that would more than double our production facilities. This expan- 
sion has been completed under the sponsorship of the Air Force, and our addi- 
tional financial requirements have been handled by the Reconstruction Finance 
Corporation through a direct loan (letter No. 208). 


SEASONAL LOANS 


Albany Food Products Inc., Portland, Oreg.: 


We have found it necessary for the last several years to request help for operat- 
ing capital which we feel should be available through our local banks. We made 
request for a loan of $60,000 on a basis of 60 percent of the wholesale value of 
our fihished products consisting of strawberries, red raspberries, green beans, 
corn, and other items frozen and in storage against warehouse receipts from our 
local banks. We offered to pledge all our current and fixed assets as additional 
collateral to guarantee the loan, but the banks did not see fit to help us. This 
loan would help us in packing approximately $500,000 of fruit, berries, and 
vegetables this year. The men of the Portland branch of the RFC have been 
very cooperative with us (letter No. 107). 


Big Stone Canning Co., Arlington, Minn.: 


The canning business is one of peaks and valleys. It is not uncommon in the 
canning business for profits one year to reach the excess profit level and the fol- 
lowing year to have a serious loss. Because of our present taxation structure 
taxes have taken away the cushion that is necessary to properly weather such 
losses and to provide for necessary expansion. Unless there is a radical change 
in our theory of taxation by the Federal Government and a corresponding lessen- 
ing of governmental regulations on the banking institutions, the need for RFC 
will increase rather than decrease. Our tax structure today has made risk or 
venture capital as extinct as the dodo bird. This country needs venture capital 
but as our present law discourages this form of investment, in order for business 
to expand, it must turn to such agencies as the RFC. Again let me reiterate 
that our experience and relationship with the RFC has been most pleasant and 
has been at all times premised on sound business principles (letter No. 148). 


Probably most important is the relationship of the RFC loans to the 
defense program. We include several letters from defense construc- 
tion corporations which have been able to play an important part 
in the defense program because of RFC assistance. 


DEFENSE LOANS 


Of particular importance is the relationship of the Reconstruction 
Finance Corporation loans to the defense program. We include several 
quotations from letters written by companies who were able to play 
an important part in the defense program because of RFC assistance. 

Ahrendt Instrument Co., College Park, Md.: 

Our operations are principally in the manufacture of instruments for the 
armed services, as a part of the defense program. The aid received from the 


RFC has enabled us to double our previous plant area, purchase necessary equip- 
ment, and offer increased employment to our community. This has resulted 
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in permitting us to bid on contracts for which we would not otherwise have hx 
qualified, and we feel thatthe benefit which we have received from the loan a 


reflects a benefit to the Federal Government through the savings obtained wher 
we are low bidder (letter No. 113) 


LeConte Plastics Co., Inc., Farmingdale, Long Island, N. Y.: 


Our corporation is currently applying for a loan to complete a large press which 
will enable us to make large parts required for the defense effort such as pack 
sleds for the Arctic zone, serial camera containers, large plastic waveguides 
parachute bin containers, etc. This large press will fill a great need in the advance- 
ment of the low-pressure reinforced fiberglass field which is essentially a very new 
industry that has many applications in the defense effort (letter No. 117). 


Tropical Oil Machine Co., Washington, D. C.: 


By proper use of the capital funds we borrowed from the RFC, we were able to 
successfully develop several very notable improvements in military ordnance 
For example, we have developed a firing mechanism for aircraft gunnery which 
has been so prominent that test combats showed a ratio which a plane equipp 
with the new device could successfully shoot down 25 without them, If this is 
interpreted to its proper meaning, its significance is that combat air forces one 
twenty-fifth the size of its opponent can successfully defend or attack its objec 
tives. We believe the savings to the taxpayers with this development, will ru 
into millions of dollars, far in excess of our total small loans aggregating som: 
$40,000 (letter No. 118). 


Johnston-Crowder Manufacturing Co., Inc., Birmingham, Ala 


We had learned of the urgent need of the Government for additional manu 
facturers to produce Government contracts in the field of wood products and 
related items. We bad successfully bid and completed 3 or 4 small Government 
contracts We then made a successful bid for furnishing walnut gunstock blanks 
for the M-—1 rifle We were unable, however, to secure financing for such a larg 
contract t gh local banking channels—-and would have been unable to process 
the contract without the assistance of the Reconstruction Finance Corporatio: 
With the aid of the loan program as administered by this agency, and its effici: 
and considerate handling of these loans, our firm has virtually completed t! 
contract, and has entered into two others which are in the process of completior 
In all, we have produced, or are producing eight contracts with the Ordnance 





Department of the Army, roughly worth $475,000 These were direct contra 
and not subcontracts 

These loans have had the effeet of broadening the base of the industrial capaci 
for this country for wood products, which is our line of business. This is true 
because, through these loans, we have been enabled to become 1 of 4 or 5 current 
producers for walnut gunstock blanks for the M-1 rifle. At the time we went into 
this particular program, apparently the walnut industry was unable to supply the 


Government’s requirements for this particular item (letter No. 122). 
Elano Corp., Xenia, Ohio: 


Our company is presently engaged in the production of a half million-dollar 
program of jet-engine parts. At the inception of this program, we had the expe- 
rience and engineering talent, but due to our monetary size we would never hav: 
been able to purchase the quantities of raw materials necessary for such a program 
had it not been for the Reconstruction Finance Corporation. We were requested 
to broaden and expand the scope of our facility which included more machines 
and more employees. This required additional working capital and additional 
capital investments which left little for the purchase of raw materials. The 
Reconstruction Finance Corporation was directly responsible in assisting us in 
producing tubing assemblies for jet engines; tubing assemblies which could’ not 
be produced in 90 percent of the small industrial plants in the Nation today, due 
to lack of experience and specialized equipment (letter No. 156) 


Dockendorff & Co., Inc., Bridgeport, Conn. : 


Since before Korea we have been producing sighting equipment for United 
States ordnance, smallarms. Weare still under prime contracts and subcontracts 
for such production until the middle of 1954. The Reconstruction Finance Cor- 
poration came to our assistance when all banks cared little for the performance of 
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our obligations to the United States Government With the help of this agency, 
and their guidance, we have been able to perform a real service to the Armed 
Forees. (letter No. 1). 


The Fenn Manufacturing Co., Hartford, Conn 


Che Reconstruction Finance Corporation and its subsidiaries, in rendering fin- 
ancial assistance to industry, has contributed immeasurably to the defense effort 
[his fact is especially true in the case of the Fenn Manufacturing Co. who, in 1950, 
after the outbreak of the Korean conflict, began producing important subassem- 
blies for the Sikorsky helicopter. As you well know, the helicopter is credited with 
the saving of approximately 40,000 lives in Korea to date because of the rapid 
evacuation of casualties made possible with this type of aircraft. Because of the 
wide military and naval use of the helicopter, it was necessary to accelerate pro- 
juction as fast as possible. With the financial assistance which we obtained from 
the Reconstruction Finance Corporation, we were more than able to triple our 
output in a period of less than one year and a half (letter No. 2). 


Garreau & Co., Inc., Newport, R. L.: 


At the present time we are operating under a Reconstruction Finance Corpora- 
tion loan. The securing of this loan enabled us to complete work on our Gov 
ernment defense contracts. Without this assistance we would have defaulted 
on our Government contracts. The service that the Reconstruction Finanee 
Corporation has extended was to supply financing when it could not be secured 
from the local banks and other sources We find the Reconstruction Finanes 
Corporation to be fair and just in all of our dealings with them and yet operated 
y a sound basis (letter No. 37) 


Adamas Carbide Corp., Harrison, N. J.: 


We at present have an RFC authorization which will enable us to complete 
certain expansion plans for the defense program. Our corporation has been 
granted a certificate of necessity, but without the necessary funds, any expansion 
would be impossible due to the present requirements of our growing business 
We are furnishing tungsten carbide tool tips to a large number of defense con 
tractors and one of our principal customers is the Chevrolet Shell Division of 
General Motors Corp. in St. Louis, Mo. This particular plant, with its urgent 
requirements, has stretched our current capacity to its limit and by the above 
mentioned expansion we will be able to more efficiently take care of their and 
many other requirements in the months to come (letter No. 42) 


Teleflex, North Wales, Pa.: 


Chis company started business in 1943 and was engaged almost entirely on 
defense orders. Our available capital was very limited and profits were insufficient 
to provide funds for new equipment. Equity capital was unobtainable. Our 
production expanded very rapidly and we certainly would have found it impossible 
to meet our production schedules without the assistance of funds through V_ loans 
and RFC loans (letter No. 49). 


Tampa Marine Co., Tampa, Fla.: 


Our companies have had a very excellent experience with the Reconstruction 
Finance Corporation. Our loan was handled through our local bank in connection 
with no red tape whatsoever, and the loan itself meant the difference between our 
being able to accept a Navy contract, which we understand was particularly 
urgent, and not accepting it. Since then we have accepted two more similar 
contracts from the Navy, based on the continuance of this RFC loan (letter No 
4). 


McLean Iron Works, Inc., Florida: 


We are operating on Government contracts at the present time on moneys 
furnished by loan agreement of $50,000 from the Reconstruction Finance Corpora 
tion. We would like to state that at the time we made application and obtained 
this loan, members of the Florida Bankers Association would not assist us in 
financing any Government contracts because of certain clauses in Government 
contracts, such as the renegotiation clause, and I am sure you are familiar with 
the other reasons, therefore, small business in Florida was handicapped for working 
capital on any Government contracts (letter No. 67). 
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Barley-Earhart Corp., Portland, Mich.: 


Our present loan from the Reconstruction Finance Corporation is the eighth 
under which we have produced war and defense materials, It would have been 
impossible for us to carry on our operations manufacturing material for the armed 
services if these loans had not been made available to us. Our company is small 
and we have found that in order to do any business at all with the armed services 
it is necessary for us to negotiate contracts or to bid on contracts which wore 
larger than our capital structure would ordinarily allow. As a result it has been 
impossible for us to obtain any interest in our financing problems from individual 
banking sources, The Reconstruction Finance Corporation has adequately 
financed all of our contracts with the Army so that we honestly feel that this 
Government agency has contributed to the defense requirements of the country 
and fulfilled a need of small business which would otherwise be neglected (letter 


No, 72). 
Nu-Era Gear Corp., Rochester, Mich.: 


I do want to go on record that without the aid of an agency such as the Recon 
struction Finance Corporation businesses such as ours would be in a very desperate 
position, Speaking for our company we could not possibly take on some of the 
defense projects which we are involved in today, Therefore, it becomes a matter 
of mutual aid both to the small-business man and our national economy and 
defense to continue the Reconstruction Finance Corporation (letter No 73) 


Brocar, Inc., Wichita, Kans.: 


In the spring of 1952, we had some rather substantial subeontracts for producing 
aircraft parts We needed additional financing, both for the purchase of machi: 
ery and for working capital. The Reconstruction Finance Corporation, through 
a bank participation loan, loaned us $100,000 in June 1952, which loan has since 
been reduced on sehedule to approximately $30,000. I[t would have been 
impossible for us to have handled these contracts without RFC participation, 
and it certainly helped the defense effort as well as our company. The RFC 


was very courteous and helpful and assisted us materially in our financing program 
(letter No, 82 


Brunson Instrument Co., Inc., Kansas City, Mo.: 


The Brunson Instrument Co. was started by myself in 1938. It has had a 
steady, sound growth ever since In 1940 | secured from the Reconstruction 
Finanee Corporation a loan for $2,800 to make further growth with the company 
I doubt that there has been a year since that time that I haven’t had to borrow 


money from this ageney The company has gone from a l-man organization to 
over 100 employees, and during the Second World War we were up to 150 em 
ployees. ‘The largest sum I have ever had outstanding with them reached 
$350,000 and this has all been paid back At present we owe the Reconstruction 


Finance Corporation approximately $40,000 which pays off at $1,000 a month 
With the help of the Reconstruction Finance Corporation we have grown from a 
small repair shop, to almost $1 million business annually. 

Now, one might say that there is no reason why we should be in business, but 
a check with the Ground Control Branch of the Engineer Research and Develop 
ment Laboratories, Ft. Belvoir, Va., would show that the Brunson Instrument 
Co. has been a great contributor on a number of their new developments, About 
half of our capacity has gone into defense work the last few years. 

We manufacture surveying instruments and allied precise instruments 
Through our own design and manufacturing ability we were able to give the 
Government and the publie an instrument that not only is more accurate but will 
retain that accuracy long after our competitors’ instruments are worked over 
several times (letter No, 84), 


Northern Consolidated Airlines, Inc., Anchorage, Alaska: 


Our company, which is a result of a merger of various smaller local airlines 
holding grandfather certificates of public convenience and necessity, has used the 
RFC financing in various degrees during the past 7 years. Two of the predeces 
sor companies, Ray Petersen Flying Service and Northern Airways, received 
financing on a 75 percent RFC participation basis through the Seattle-First 
National Bank in the total amount of $240,000, These loans will be paid off this 
year. As a result of the current international situation and our operation being 
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jocated in a strategic military area, we have recently completed necessary ex- 


eighth pansion in the interests of the national defense through financing under section 302 
re been of Defense Production Act. This loan in the amount of $705,550 is processed and 
armed administered by the RFC (letter No. 179) 
Ao Industrial Hard Chrome Plating Co., Emeryville, Calif. : 
h wer After years of substantial growth, | became a prime contractor to the Depart- 
8 been ment of the Navy for the processing of critical aircraft engine parts, A $97,000 
Vidual equipment loan was require d for this contract and again the commercial banking 
Uately facilities declined due to the size of the loan in relation to the size of the company 
it, this (Dun & Bradstreet rating C-14%), This loan was secured through the RFC in 
uNntry June of 1952 and more than one-half has been repaid to date (letter No, 184), 
(iret 
‘1. Ryan Industries, Ine., Detroit, Mich.: 
Our performance in developing and manufacturing articles for the armed services 
during World War [I and the following postwar years is a matter of record 
tecor This record would not be so illustrious had we been unable to obtain financial 
perat assistance from the agency which permitted the maintenance of material inven 
Of the tories essential to articles needed for the defense program, We take the position 
Natter that the agency, as it operates in Detroit, Mich,, is of utmost importance to many 
y and small enterprises comparable to ourselves, The agency’s knowledge of industrial 
3 financing, and its outstanding management of the public funds, are contributions 
to this community which would, if the agency's activities were terminated, cause 
the failure of many small businesses (letter No, 142 
a) lL. S. Taylor Manufacturing Co., Atlanta, Ga 
ou Chis agency has been of prime importance in the growth ond progress of our 
ne concern to its present stat Not only have they been of the greatest assistance 
been in the past in our civilian p mduction, but we are now operating under a Roeon 
Lior struction Finance Corporation loan that is responsible for the expansion of our 
RE ¢ plant and its facilities, which is enabling us to greatly improve our production on 
gran defense contracts (letter No, 202) 

Bucheit Produce, Calmar, Lowa 

The Reconstruction Finance Corporation has greatly assisted us in our growth 
nad a and participation in the defense program We are processors of a very large 
ction amount of eggs and poultry in a small country town where financing with our small 
any banks is almost impossible With the assistance of the Reconstruction Finance 
rrow Corporation we have given steady employment to approximately LOO people, have 
mm te given an outlet to our community farmers for their products, and have processed 
el hundreds of cars of food for the Armed Force ‘The ageney has performed a 
ched great service to assist growth and expansion throughout our country, especially 
ion in small industries such as ours (letter No. 212) 
itl . ; 

. ' Remler Co,, Ltd., San Francisco, Calif: 

During recent years we have found Reconstruction Finance Corporation admin 
but istered loans the only practical means of tinancing Government contract Local 
loj banks have been reluctant to become interested in making loans for such purpose 
ode even though departments of the National Military Establishment will lend guar 
neu anty up to 90 percent or even 100 percent of the loan On 5-percent interest 

loans, the bank participates in the interest earning for only one-half of the rate 
‘ and contend that they cannot profitably loan money at 2 percent and ineur the 
rie 


attendant administrative expenses 
will Many defense contracts involve heavy commitments for material from supplier 


mvt disproportionate to the labor furnished by the contractor, requiring a considerable 
advance investment in inventory well before final processing of the finished articles 
can be undertaken. The investment in inventory requires captial, generally from 
borrowed money, frequently in excess of the contractor's net worth. Too often 
ne the prime contractor must extend financing in some part to subcontractors \ 
the small business cannot afford to raise permanent capital to perform temporary 
208 emergency contracts. ‘Temporary loans are necessary and invariably the only 
ved satisfactory solution is borrowing from the loan agency 
ir We have negotiated and paid off several loans with Reconstruction Finance 
hi Corporation of various amounts, never exceeding $1 million This is the amount 
Ing of our last loan. It is doubtful if some of the critical items of which Remiler is 


the sole source could have been delivered during the early Korean emergency, 








394 GOVERNMENT LENDING AGENCIES 


which emergency continues to exist at this time, had it not been for excellent 


cooperation from Reconstruction Finance Corporation and its wise administrativ) 
of our borrowings (letter No. 223). 


I should like to take just a minute to demonstrate to this committer 


what growth industries must do with their profits in order to giow 
and just how viciously the present tax laws curtail such growth. 
(The information referred to follows: ) 


PROFITS AND THE GROWTH INDUSTRY 
se eeeeaetanatsivandsinnintoneensiaiensnnnrnunssnsrendecsnesantaeeietane 


PRESENT TAXES MAXIMUM TAXES 


allowing Profits to 
Finance Growth 


$100,000 | _______ PROFIT ———__________- $100,000 


must finance 


$50,000 <——_______ INCREASED INVENTOR Y ————_ $50,000 


plus 


$20,000 €————- CAPITAL EXPENDITURES —————_ $20,000 


plus 


$70,000 €——_________ TAxES ———————__) $25,000 





— ($40,000) BALANCE $ 5,00. 


Mr. Lone. The accompanying chart indicates in parallel columns 
what happens to a growth industry under the present tax laws and 
what a growth industry could accomplish with a reasonable tax pro- 
gram. Assuming a business of $1 million gross sales and a $100,000 
profit before taxes, tax payment would be approximately $70,000, 
leaving a net profit after taxes of $30,000. In order to reflect a normal 
growth, on the other hand, this firm would have to increase its inven- 
tory during the course of the year by approximately $50,000 and its 
expenditures for capital equipment would run approximately $20,000, 
so it would wind up at the end of the year with an increased inventory 
of $50,000 plus increased capital equipment of $20,000, plus a tax 
liability of $70,000, totaling $140,000 —all to be derived from a profit 
of $100,000. 

The maximum tax which can be levied on growth industries which 
will permit them to have anything close to a normal growth, would 
be 25 percent of profit, and on this basis the company described above 
would make out as follows: Increased inventory, $50,000; increased 
capital equipment, $20,000; taxes, $25,000. The total will then be 
within the $100,000 profit. All of the above computations do not take 
into account State income taxes, which in the case of many States, 
such as my State —Massachusetts—are considerable. 
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Because we are in an expanding economy and because we have had 
a number of vears of inflation, all profitable industries must grow, 
whether they be large or small, old or new. They must either grow 
or stagnate. They cannot remain fixed. This is evidenced by the 
operations of our very largest companies, all of which have shown tre- 
mendous growth over the last several years. 

They have also been faced with the problem of not being able to 
finance their growth from profit. They also have recognized the weak- 
ness of the equity capital market. T he exc ess-profits tax has not only 
made the purchase of stocks unattractive to equity capital investors, 
but has also made it more desirable for corporations to raise additional 
capital through interest-paying rather than dividend-paying securi- 
ties. 

Large companies have been able to turn to the insurance companies 
and other sources of long-term borrowings for their financial require- 
ments. Even our largest corporation, the General Motors Corp., has 
felt the need for additional working capital and has turned to interest- 
hearing securities to provide it. 

The Reconstruction Finance ( ‘orporation has accepted the very im- 
portant responsibility of assisting profitable-growth industries by pro- 
viding working capital while they are establishing an earning record 
which would permit private financing. I should like to make clear 
again at this time that private growth industry is basically inter- 
ested in not increasing Government’s effect on business. Federal 
and State legislation to protect the individual and, more important, 
present State and Federal income taxes, have so strangled the re- 
sources of growing industry, however, that a source of term borrow- 
ing for growth business presents an emergency problem of the moment 
which the Reconstruction Finance Corporation is meeting and making 
a unique and necessary contribution to the national economy. 

What does the Reconstruction Finance Corporation do—and 
incidentally do at a profit—which the normal commercial bank does 
not do? Why are its operations more helpful to a growth industry? 
I believe that there are two general reasons why the Reconstruction 
Finance Corporation is able to step in and make term loans success- 
fully to business enterprises which cannot secure these credits from 
commercial banks. In the first place, banks in smaller communities 
are limited as to the period of loan and amount of credit they can 
extend to individual business organizations. It is not unusual for 
industrial concerns to grow much more rapidly than the banks in 
their communities, and to outgrow their banking institutions. In 
many cases, these industrial concerns do not find the more substantial 
banking institutions in the larger nearby cities receptive to taking 
care of their financial needs. We quote from a letter received from 
the Lee Lime Corp., of Lee, Mass.: 

I think our plant is a typical example of the problems of an industry located 
in a small community. The loan limit of the local bank, with whom we have 
always done business, is $20,000. As a result, when a manufacturer in our 
position contemplates any major expansion, it is impossible to obtain funds from 
banks located, for example, in Boston or New York, because of the fact that we 
have no previous record with them, nor do we maintain an account with them 

On the other hand, the loeal bank, if the risk is satisfactory, in their opinion, is 
very glad to participate with the Reconstruction Finanee Corporation in the 
placement of a loan up to the limit of their loan ability. This was done in the 
case of a substantial plant investment which we made a few years ago. 


J3869—55 
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Our payments to the Reconstruction Finance Corporation are completely cur- 
rent, have been made regularly, as per the agreement, and as far as we can see, 
will be paid off either on time or in advance of the due date. Therefore, this 
joint action of the small bank with the Reconstruction Finance Corporation pre- 
sented us the only opportunity of expansion which would be of help to small 
industry located in a country district 

Secondly, the principal reason that commercial banks are not able 
to meet the needs of the growth industries is that they are restricted 
by regulations in a way which makes it necessary for them to appraise 
collateral on the basis of its value on the general market in liquidation, 
Growth industry must borrow money on the basis of the evaluation 
of its collateral as a going concern. In my judgment, the basic reason 
that the Reconstruction Finance Corporation has been successful in 
assisting growth business, where private financial institutions have 
failed, is because they have evaluated inventory and capital equip- 
ment as collateral on the basis of its value to the business as a going 
operation. Evaluation of collateral on the basis of its value as a going 
concern may well be five times as great as its liquidation value, and 
permit several times the borrowings. 

I should like to make it clear that there is no intent on my part 
to be critical of banking methods in connection with this point of 
evaluation of collateral. It would not be practical for local banks to 
evaluate collateral in the manner in which the Reconstruction Finance 
Corporation is able to. It is only possible to do this on a national 
scale, where thousands of loans are made and the risk involved and 
the effect of one possible failure is therefore minimized. Local 
banks would not be able to take this risk since, in their case, one 
failure might be of serious consequence. 1 should like to emphasize, 
therefore, the importance of the nationwide scope of operation of the 
Reconstruction Finance Corporation in connection with these loans 
to grow th industries. 

In the course of present discussions relating to curtailing or elim 
inating the activities of the Reconstruction Finance Corporation 
it has always been deemed essential, in case of RFC elimination, to 
replace it with some new agency or arrangement to carry on. certain 
loan functions of the RFC, particularly with reference to small 
business. It is respectfully suggested that those who feel the loan 
functions of the Reconstruction Finance Corporation can be simplified 
by eliminating one countrywide organization, with many years of 
experience, and replacing it with a completely new countrywide 
organization, unquestionably do not understand the scope of this 
problem. They do not appreciate 2 fundamental factors brought 
out by the existing need represented by the 230 letters which I have 
received, In the first place, it appears that local RFC agencies are 
operating with thoroughness, impartiality, and efficiency. Secondly, 
these letters show that the Reconstruction Finance Corporation 
presently makes loans for many purposes, in addition to providing 
funds for the very small businesses, and if the RFC were to be elimi- 
nated, practically all of these important loan functions must necessarily 
be replaced. 

Proper control of borrowings of any size requires practically daily 
contact between the borrower and agency. This is the service which 
the present local agencies of the Reconstruction Finance Corporation 
perform, and which is paid for with a profit to the Government by 
the service charges which the borrower pays to the Reconstruction 
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‘ly cur Finance Corporation. This on-the-spot control over outstanding 
°AN See . ‘ ee 
loans cannot be eliminated, no matter what agency were to administer 


re, this 1° . ° ° 9 > 
on pre the loans. Since this is a function of the local RFC agency offices, 


> small what gain would be anticipated by replacing the present experienced 
countrywide organization with a completely new one? 
t able Your committee is undoubtedly familiar with the impressive record 


ricted | of performance of the Reconstruction Finance Corporation. Over 


praise the past 20 years, it has made over 600,000 loans, disbursing approxi- 
ation mately $17 billion. The agency bas a loss record of only about 
lation 1 percent on these loans, despite the fact that all of them had to be 
eason certified first as unacceptable to commercial lenders. This loss is, 


ful in indeed, low when measured against private banking standards. Of 
have these loans, 80 percent were to small business and were under $100,000. 
quip According to Department of Commerce statistics, this means that 
roing loans went to approximately | out of every 6 small businesses in the 


roing country. 
, and Throughout this 20-year period, RFC activities have returned 
profit of over $600 million to the Federal Government. Net profit 
part in the fiscal year ending June 30, 1952, after provision for losses, was 
nt of $10,853,671. It is apparent from these figures that discontinuance 
ks to of the Reconstruction Finance Corporation would actually cost the 
ANC United States Government money, and tend to increase the anticipated 
ional deficit for the next fiscal year. 


and Various alternatives to the Reconstruction Finance Corporation 
cal have been suggested for making and administering loans. It has been 
one suggested, for example, that the Federal Reserve bank directly, or 
is through some small business administration, make and administer 
t the loans to small and profitable growth industries. The principal 
oans function of the Federal Reserve bank is to serve as a central bank, 
acting in the role of supervisor and regulator of the money markets 
im and the credit extended by the commercial banks. It would be en- 
Lion tirely impractical for the Federal Reserve bank to lend directly to 
1, to business concerns and individuals. ‘To quote the Wall Street Journal 
‘Cain on this subject: 
mall * * * in its principal role as a central bank * * * it is essential that it keep a 
loan national viewpoint and not the viewpoint the commercial banker has. The 


ified Reserve authorities cannot keep the necessary aloofness if they, themselves, are 
engaged in commercial banking. For the Federal Reserve bank to get involved 
in any sizable scale in commercial lending would be extremely dangerous. 


$s of 


Vici¢ 
ee In other words, the Federal Reserve bank cannot successfully serve 
gh both the role of a commercial bank as well as that of supervisor of the 
ave country’s credit. 
ar I understand that legislation has been introduced into the Senate 
1 proposing the substitution for the Reconstruction Finance C orpora- 
an tion of some kind of a lending fund made up of investments to be made 
ing by commercial banks who are members of the Federal Reserve System 
mi- This fund would be administered to small and growth businesses 
rily through existing banking facilities. It is my judgment that such an 
} arrangement would be inadequate and not a substitute for the Recon- 
‘ily struction Finance Corporation, because it would be closely related to, 
ich controlled by, and be the instrument of existing banking facilities. 
ion One of the reasons for the successful operation of the local agencies of 
by the Reconstruction Finance Corporation is that while they work 
‘on independently, but closely, with the local financial institutions in each 


district, they are not controlled by them. 
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| would like to call the attention of the committee to some recent] y 
published statements of new policy of the Reconstruction Finance 
Corporation which would greatly restrict its activities, particularly 
with reference to assisting small industry in securing defense con- 
tracts. This caa only be interpreted as being contrary to the policy 
which Congress has set forth in the Defense Production Act of 1950 

All of the proposals calling for substitutes to replace the Recon 
struction Finance Corporation put emphasis only on loans to small 
busmess. I should like to emphasize that the principal reason small 
or medium-size businesses normally require additional funds is in 
order to finance profitable and essential expansion. The basic prob 
lem is to finance all growth industries until they have established 
an earning record which will attract private financing. 

Therefore, gentlemen, until the tax laws are so modified as to permit 
growth business to finance expansion from profits, so long as the 
present tax laws penalize the expansion of small- and medium-size 
business, it is essential in the national interest that the present loan 
functions of the Reconstruction Finance Corporation be continued 
Otherwise, growth industries will lose their dynamic force which has 
been one of the primary factors responsible for the overall expansion 
of American industry. 

Senator Payne. I want to thank-you very much, Mr. Long, for 
the very complete statement, and also the material that you have made 
available to the committee. 

Mr. Lona. I appreciated the opportunity of collecting the material. 

Senator Payne. I would judge from your testimony that you are 
strongly opposed to the abolition of the RFC. 

Mr. Lona. That is right; and anything that I can do additionally 
to supply further information on it, I will be very happy to do. 

Senator Payne, Thank you very much. 

The next witness is the Horle Arms Co., Arthur Levett, president, 
of Deep River, Conn. 


STATEMENT OF ARTHUR LEVETT, PRESIDENT, HORLE ARMS CO., 
DEEP RIVER, CONN. 


Mr. Leverr. Mr. Chairman, I want to say that I should have at 
least one more Senator. Otherwise, my plural will be wrong in my 
statement. I will have to change it to the singular. 

1 would like this to go into the record and it is short so I will read it 

I am pleased to have this opportunity to appear before such an 
important group of Senators and express my thoughts on why the 
Reconstruction Finance Corporation should not be abolished as recom- 
mended by Senator Byrd. Incidentally, it is also a pleasure to note 
that one our own Senators from Connecticut is a member of this 
important committee. 

First of all, my company, the Horle Arms Co., of Deep River, Conn., 
would be out of business today had it not been for the assistance of the 
Recohstruction Finance Corporation. In the latter part of 1948, ow 
position was precarious due to the fact that we were under the impres- 
sion from a very reliable exporter, that we were going to get an order 
for 25,000 Springfield rifles, which would have amounted to approxi- 
mately $1,750,000, but which did not materialize. Our company had 
gone out and purchased whatever surplus parts were available in 
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anticipation of the aforementioned order, and which in addition to the 
purchase of a large plant in Deep River, Conn., resulted in drying up 
our working capital. Incidentally, our Government gave the Chinese 
the approximate 25,000 Springfield rifles. 

We tried several banks, insurance companies, loan companies, loan 
sharks, everyone from Boston to New York that we could possibly 
see, relative to the obtaining of the much-needed working capital. 
You gentlemen, no doubt, would not be surprised at some of the 
requirements for the necessary loan. ‘The conditions ran from 60 per- 
cent of all our business for a $25,000 loan all the way through usurious 
loans. Idon’t mind telling you gentlemen that I spent several months 
of the worst period of my business life, although probably one of the 
most educational, meeting some of the most ruthless and unscrupulous 
people in our country who prey like vultures upon the small-business 
men in need of money. Well, gentlemen, after seeing all these people 
concerned without obtaining the necessary much-needed loan on an 
equitable basis, we were in a bank in New Haven, Conn., when the 
executive vice president suggested to me that I make an application to 
the Reconstruction Finance Corporation for a loan. This I did and 
after several months of negotiation we received our loan, a loan that 
enabled us to continue our business, give employment to over 70 
people in a town where an approximate $4,000-a-week payroll means 
something to its economy. 

I don’t believe that because the Reconstruction Finance Corpora- 
tion helped me survive and continue as a small growing concern that 

t should be abolished. My sentiments and experiences have been 

epeated by thousands of other small-business men ane found them- 
selves in the same circumstances. Now then, I don’t believe there is 
any Senator or group of Senators who can ignore the fact that the 
REC has helped so many small-business men who are the very back- 
bone of our democratic economy. 

[ do not condone those few individuals who were recently exposed 
is betraying the high trust placed in them by our Government. On 
the contrary, | condemn them just as muc ~ as, and more so, probably 
than anyone else. I feel that any man in Government who betr: Lys 
a trust should be removed from his pbiition and prosecuted if 
warranted. 

Because of the actions of a few are we to abolish a whole Government 
agency? If this be correct, why don’t we abolish the State Department 
because of Alger Hiss and others who betrayed their trust? 

I have been following with great interest the statements of the 
various Senators relative to their arguments pro and con for the ab- 
olition of the RFC and don’t mind telling you gentlemen that some 
of the arguments went from the ridiculous to the sublime. However, 
[ will attempt to set forth logically the pertinent factors that should 
be considered in the question of the abolition of the RF¢ 

1. Does the RFC cost the taxpayers 1 dime of tax money? 

The RFC does not cost the taxpayers 1 dime of tax money because 
it has consistently turned back to the Government millions of dollars 
in dividends. The 1952 dividend alone was $12 million and since its 
existence the RFC after all expenses has shown a net profit of more than 
$625 million. 

2. Does the RFC compete with banks? 








400 GOVERNMENT LENDING AGENCIES 


The answer is an emphatic “‘No.”” How can you consider that they 
compete when one of the prime requirements before an RFC ap- 
plication will be accepted, is a statement from at least two banks 
indicating that funds cannot be obtained from them? 

3. Does the granting of loans to small-business men add to our 
inflation? 

Gentlemen, the only way I can answer this is by citing my own case 
as anexample. I have paid out approximately $62,159.36 in payroll 
taxes and $283,520.86 payroll into a town of 3,000 population. Now, 
if this is inflationary, then those Senators claiming same are correct 
However, I do not consider it helping inflation when you provide the 
means for some people to earn a livelihood. I am afraid, gentlemen, 
those who seek to use the assistance the RFC is giving small business 
as a scapegoat for our present inflation, are quite uninformed and 
will have to go into the matter a little more thoroughly. 

4. Should the Federal Reserve Bank take over the operations of the 
RFC? 

I do not believe that the Federal Reserve should take over the 
operations of the RFC because first of all, they are doing a good 
job providing the necessary assistance to banks and it would only 
make it necessary for them to extend their activities into making pri- 
vate loans which I believe are being amply taken care of by the RFC 
at the present time. We, in manufacturing, never replace or modify 
a successfully operating department; the Government should likewise 
practice this policy. 

The functions of the RFC are no longer needed. The need for the 
RFC is as great today as it was when the Hoover administration gave 
birth to the RFC. Incidentally, that was a Republican administra- 
tion. Can the small-business man get loans now from banks for 
so-called equity capital, or will individuals invest their own money in 
a new business that does not have 10- to 20-year earning records? 
Gentlemen, the answer is, “No.” Iknow. Itredit. The banks are 
so closely knit that if one refuses you all of the others will. 

Incidentally, Senator, the monopolistic tendencies of the banks 
should make very interesting investigation. The individuals who have 
the money to loan say that with the present tax structure there is no 
point in trying to make any more money, because the Government will 
only take it away from you through taxation. So, until the banks 
and individuals are ready to make loans to small business, the RFC 
must be continued. 

Further, when the Fulbright committee exposed the so-called 
influence prevalent in the agency, the President of the United 
States made a good move to abolish the Board of Directors and 
replaced them with the Honorable Stuart W. Symington as Adminis- 
trator. I do not think anyone in this room can question the integrity 
or ability of the Honorable Mr. Symington. The agency under his 
direction, from all reports, seemed to have regained some of its due 
respect and he made great strides toward streamlining it. 

| might say at this time that there is no agency that is above 
criticism or cannot stand a little bit of reorganization or streamlining. 
The Honorable Mr. Symington resigned as Administrator and the 
President then named Harry A. MacDonald as its Administrator to 
replace him. I sincerely feel that there is no one in this room who 
can question the ability or integrity of the Honorable Mr. MacDonald, 
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who, from all reports, carried on the fine work of his predecessor and 
he, too, gave renewed respect to the Reconstruction Finance Corpora- 
tion. The present Administrator, Kenton R. Cravens, has not been 
in office long enough for me to appraise his ability. However, the 
very fact that he was appointed by President Eisenhower would lead 
me to believe that his integrity and his capacity as an administrator 
would be no less than his predecessors. 

Now then, a Government agency administered by such capable 
people, which also fills so important a gap in our economy as to provide 
loans—not gifts—to small enterprising businessmen, and at the same 
time show a profit, is a rarity as far as our Government agencies are 
concerned. Any Senator or Congressman who wants to get rid of the 
RFC who knows all of the forementioned facts is not considering the 
welfare of his constituents or the country as a whole. 

Gentlemen, there is no question in my mind but that if the American 
public knew all of the facts in this question of abolishing the Recon- 
struction Finance Corporation they would be overwhelmingly in favor 
of its continuance and those advocating its abolition would never 
have another chance to advocate abolition of anything in Congress 
come voting time. 

In summing up my strong advocation of the continuance of the 
RFC, I say that the small-business man who cannot get financial 
assistance from normal sources should have a place to turn to such 
as the RFC at that time. I further believe that the large banking 
interest that has so aggressivley supported the proposed abolition 
should take cognizance of the fact that any bank can participate in 
any loan made by the RFC to one of its customers. 

Again I wish to point out the fact that the RFC is an agency all 
set up to function properly and economically for the purpose of making 
loans available to the small-business man and others deserving of 
same, and for this reason a new and costly setup should not be advo- 
cated for its replacement. 

The RFC organization is presently being streamlined and I do feel 
that as time goes on this agency will improve as long as various people 
do not direct unwarranted slurs and criticisms upon its very conscien- 
tious and capable people. 

Also, | am very much against anyone saying something is good or 
bad without being able to present any constructive plan of his own. 
For this reason in my summation, | would suggest the following re- 
visions be made relative to the RFC: 

That the RFC become a permanent agency so that it will not 
bed C vome a political football every year. 

That the Administrator be a civil-service person so that he will 
be oui of reach of the politicians and pressure groups. 

That the district agency managers should also be subject to 
civ ie rvice appointment ‘for the same reason as stated in No. 2. 

That the district agencies be permitted to make loans up to 
ginko thus eliminating duplication of the same effort by 
Washington. 

Gentlemen, in conclusion I want to again thank you for the oppor- 
tunity afforded me to express my thoughts on the subject of abolition 
of the Reconstruction Finance Corporation and trust that I can leave 
you gentlemen with the thought that you will weigh the facts in this 
case and let your conscience be your guide. 
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Senator Payne. Thank you, very much, Mr. Levett. 
The last witness that we have is Arnold Troy, Eastern Metal 
Products Co., of Tuckahoe, N. Y. 


STATEMENT OF ARNOLD TROY, PRESIDENT AND GENERAL 
MANAGER, EASTERN METAL PRODUCTS CO., TUCKAHOE, N., Y. 


Mr. Troy. In view of the pressure that you are under, Senator, | 
will try to go through it as quickly as possible. 

Senator Payne. | will appreciate it because I was just notified that 
[ have a group downstairs that are waiting for me now. 

Mr. Troy. Mr. Chairman, I appear here by gracious permission 
and invitation of this eminent committee. 

By way of personal introduction, allow me to state that I am 
Arnold Troy, the president and general manager of the Eastern Metal! 
Products Co. of Tuckahoe, N. Y. Our company has been in business 
for almost a quarter of a century and I am one of its founders. | 
have guided its operations ever since its inception. This has given 
me a complete familiarity with the vicissitudes of a smal! business in 
this vast economy of ours. I might add that it is really only through 
the meeting of payrolls that a full knowledge of business can come 
We are definitely in the small-business class in that we operate with 
somewhat less than 500 men and our annual volume is a bit less than 
$5 million. 

Since our rapid national growth is subject to such great variance 
by nature of its very size, any forward-looking program that foments 
a steadying action as well as having the force to help prevent any 
economic reversal, as well as minister to one, should we get on 
should indeed be heartily welcomed by all. In bills, S. 1912, 8. 191: 
and S. 1523, I do believe that we have the concept of such a force 
The concept is explained in the press releases by the aforementioned 
Senators on these bills Frankly, it all appeals to me very strongly 

In analyzing these bills, we have, in effect, an important part of th: 
future of Ameriea for consideration. The power and strength of ow 
overall ability to produce is inextricably tied up with that future. It 
has made America what it is today; it can make a greater America 
[ know it is that important. Without some Government backing to 
to replace the chinks, holes will appear in our national armor. 

We are a big country and we all think big. This is good, but we 
cannot overlook the small. The small of today is the big of tomorrow. 
Small businesses are germane to big business, and as such, must be 
carefully nurtured. Our most fabulous industries can look back on 
small days. Collectively, a vast number of employees work for 
small independent operators. Indirectly, therefore, even these workers 
have an important stake in the establishment of a satisfactory small- 
business program. I would go so far as to state that America, as 
we know her, has no future without sound farm and labor segments. 

I believe that there are two premises regarding small business upon 
which all can agree. First, that their financial problems are not iden- 
tical with those of the major companies. Second, that the financial 
problems that face small-business men of today are quite different 
from those that faced his counterpart of yesteryear. We cannot pay 
heed to those who point to the past and argue that the past success 
of many small companies is, in itself, proof positive that no special 
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governmental help should be forthcoming. A laissez-faire attitude 
on the part of the Government in this regard, using history as a guide- 
post, would be a serious error by the Government. 

Most small independent businesses operate very simple financial 


structures, Their ownership is basic. They are either a sole owner, 
a partnership, or a closely held corporation. The sources of money 
a their command are relatively few. There are the local banks, 


who, themselves small, are generally extremely limited as to the total 
amount they might loan, as well as the fact that they are held to 
short-term loans and very little flexibility as to the acceptable type 
of collateral. In many cases, good solvent companies find themselves 
unacceptable for loans of any consequence at their local banks because 
of a frozen condition within the company itself. In spite of what 
some bankers think and say, they are not fully prepared to help small 
business to the extent required. They offer services, of course, and 
most small businesses do rely upon them for short-term, simple 
loans. These banks cannot supply the unusual money requirements 
nor their long-te by requirements, The banks, themselves, stand to 
gain considerably { from such Government cooperation. Aside from 
their—the banks—possible participation, the loan potential of a 
well-financed business expansion that has been created opens new 
avenues of increased business even for the banks. I would like to 
see the loan portfolios of some of the bankers coming here and saying 
nay to such Government aid. What kind of loans have they been 
in the habit of making? It is well known that a lot of small banks 
keep the bulk of their deposits neatly tucked away in “Governments.”’ 

Because of some irregular situations that surrounded the RFC 
during the course of its existence, must we destroy a complete pro- 
gram of value? Must we, as mature men, always contemplate possible 
dishonesty in Government and use that contemplation as the ground- 
work for arguments against wholesome legislative programs? 

We, ourselves, have had V loans which came to something under 
$1 million. Without such a loan, at the time we could not have made 
the important contributions to the war effort which we did make at 
the time. Needless to say, these loans have been satisfactorily repaid. 

Many times money becomes available to small business which they 
grasp at and use—even though the loans are of unorthodox character 
and the rates are extremely high—sometimes high enough to be 
lethal. Many times small business can even overcome such rates of 
interest as even large corporations could not. 

Corporations of this character do not have readily marketable 
stock as their equities are not publicly held. Should an attempt be 
made to market any of their stocks or bonds, even if they succeeded 
in doing so, this type of financing is generally exorbitant in cost 
and many times prohibitive on a small scale. 

Small business is continually being drained of growth and operat- 
ing cash capital through heavy taxation. In the light of present-day 
circumstances, there apparently must continue to “be a high rate of 
taxation. This being the case, small growth businesses cannot rely 
upon profits to supply such much-needed cash at the required time, 
no matter how great the profits before taxes. It goes without saying, 
therefore, that if there is a shortage of operating capital to take care 
of expanded demand, certainly the lack is even greater when it comes 
to expanding the physical plant. Since the Government, through its 
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fiscal policies, has drawn tight the purse strings of risk capital, the 
Government is surely obligated to restore this availability of funds. 

The basic source of growth money, which is practically always 
available to mainline corporations, is really nonexistent to the smaller 
company. How, then, is a small company to embark upon sound 
expansion? If we, as a nation, are to continually expand our overall 
industrial capacity on a broad front to meet the ever-growing needs 
of the civilian, as well as the military, wherefrom is the money coming 
for the small producer? Are we to wait for a major war to establish 
a V-loan program to do this job or can we prepare properly and in 
time instead? 

Big business, because of its position in the defense program, is 
automatically catered to at all times through favorable arms con- 
tracts and specially blessed expansion programs. Government loans, 
and advances, bank loans, and other aids are forthcoming on a major 
scale. Accelerated amortization even provides some of the capital 
out of large earnings which have become partially nontaxable coming 
out of their excess-profits-tax bracket. The small business is not so 
favored. 

| would like to state that, in my humble opinion, no major defense 
effort could be successful without a full effort, and that the contribu- 
tion that the independent producers of the Nation make is indis- 
pensable. Our ever-increasing standard of living would falter badly 
without the independent’s contribution. 

Full employment can only be maintained through continued opera- 
tion and growth of the small-business operator. 

Today, and increasingly so, we have the age of mechanization. It 
has only been through mechanization and the introduction on a vast 
scale in industry of high-speed equipment and laborsaving devices 
that the Nation has prospered. Mechanization and efficiency are the 
bywords of industry. No business, large or small, can survive the 
tempests of competition using horse-and-buggy methods. If one is 
to survive, they must keep abreast of the times. This calls for the 
continuous needs for funds for sound capital equipment expenditures. 

With profit margins narrowing through increased labor and raw- 
material costs, unit-volume production must be increased to maintain 
satisfactory operating levels from a profit standpoint. Break-even 
points are continually moving upward. More efficient increased 
production is the only answer. Money is the answer to that answer. 
The question is, Where does the company of limited cash facilities get 
it?—-we know where the major companies do. 

Just think that today the workman’s job in this country does not 
call for the heavy physical effort put out by his worldly counterpart. 
Even in this country, a hundred years ago, an American workingman 
had about $500 worth of machinery under his control. I believe in 
some parts of the world this is still true, although this condition varies 
from country to country. Just compare this with conditions today 
here where the average workingman has about $10,000 worth of 
machinery under his control. The billions of kilowatt-hours delivered 
weekly to industry make it more possible to have electric horsepower 
do the heavy work of man than ever before in the history of the 
country. This condition demands continued and more investment 
in more and more costly machinery. Even to the extent of mechaniz- 
ing one’s office with business machines proves this. 


Pricew 
business, 
can do 
believe t! 
ing shou 
the Gov 
big busi 
wants ne 
on an eq 
survive 
unlimite 
a matte! 
money a 
for the | 
do for 1 
consider 
buyer 1 
buying | 

I do | 
hands o 
Every | 
parts. 
business 
ness Ad 
essentia 
the pow 
in obta! 
with m 

far tos 
happen 
of cone 

Whe: 
part of 
underst 
easy W 
compal 

Busine: 

factory 
about | 
were le 
ences ¢ 

serve s 

coming 

activit 
these « 
busine 

I, as 
or inte 
princi] 
purpo: 

Under 

ance \ 

In « 
Admi 





























l, the 


ids, 
Ways 
naller 
ound 
Terall 
Leeds 
ming 
blish 


1d in 


n, 1s 
Con- 
Ans, 
1ajor 
pital 
ning 
t so 


ense 
‘ibu- 
idis- 
adly 


era- 


It 
vast 
ices 
the 
the 


GOVERNMENT LENDING AGENCIES 405 


Pricewise, in peace and in war, it is my contention that small 
business, if given equal financial footing with its major competition, 
can do equally as well and can show a similar profit margin. I 
believe that under these circumstances, no special war contracts pric- 
ing should be granted to small business. It has been a practice of 
the Govérnment to do this, in order to equalize the competition of 
big business, by affording small business a handicap. Small business 
wants no handicaps, no subsidies, no favors. It wants to be placed 
on an equal basis with bis larger competition. Small business cannot 
survive the impact of large business competition which has almost 
unlimited credit or unlimited financial resources at its disposal. As 
a matter of fact, if small business were put in a position to obtain 
money at the right time and on a sound basis, it could prove profitable 
for the United States Treasury. Recognize what lower costs would 
do for increased profits and, hence, increased Federal income. Or 
consider the money that would be saved by our Government as the 
buyer in times of emergency when costs determine Government 
buying prices, 

I do not favor any arrangement that would place money into the 
hands of undeserving companies. No undue risks should be taken. 
Every loan made should be care fully scrutinized as to its most basic 
parts. I do believe a limit should be set as if it is to be a small- 
business program, then let it stay that way. I feel that a Small Busi- 
ness Administration dedicated to help a small-business man is vitally 
essential to our way of life. With advice of a general character, with 
the power to make short- and long-term loans, “with the ability to aid 
in obtaining Government contracts, a Small Business Administration 
with money and some administrative power in Government could go 
far to strer igthen our economic structure and in a sense prevent from 
happening a concentration of monopoly power in industry—the type 
of concentration that draws the Department of Justice’s attention. 

When it comes to defense work, there is a natural gravitation on the 
part of the services toward the larger business organization. While 
understandable, it is damaging to our economy. It is, in fact, the 
easy way out for a procurement officer, yet, many times only major 
companies supply such items.as might be wanted. A judicious Small 
Business Administration could be of considerable service. With satis- 
factory financial backing, the armed services would be less hesitant 
about doing business with the smaller company than if they felt they 
were left to their own devices. Observe the good work and experi- 
ences of the SDPA, if you will. How helpful “the ‘y have been. Ob- 
serve some of the good work of the RFC, in spite of some of its short- 
comings. Combine the best features of both in their small-business 
activities, add a little of the help of the type CMP rendered. Mix 
these all together, and you have a composite answer to one of small 
business’ most constant prayers. 

I, as do most other small-business men, dislike Government controls 
or intervention. This program should be designed on astute business 
principles and administered on business principles for suitable business 
purposes by people with vast business experience of the right type. 
Under these circumstances, no one could confuse Government assist- 
ance with Government interference. 

In conclusion, I believe it to be self-evident that a Small Business 
Administration, with certain powers in Government, and with funds 
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to loan on a sound basis, could contribute immeasurably to every facet 


of our national gem. I can see no valid reason against such a program 
Thank y 
1ank you. 


Senator Payne. Thank you very much indeed, sir. 

[ have a statement from the National Association of Manufacturers 
which will be inserted in the record. Any further statements 0; 
letters that may be received will be included in the record. 

(The statements and letters referred to follow:) 


STATEMENT OF NATIONAL ASSOCIATION OF MANUFACTURERS 


The National Association of Manufacturers appreciates the opportunity 
filing this statement with the Senate Banking and Currency Committee. 

The membership of the association is composed of more than 19,000 manu 
facturers, of which more than 80 percent employ less than 500 persons. About 
50 percent of the members employ fewer than 100 persons each. The association 
is, and has for a long time, been interested in all phases of financing business 
enterprise, including the role which the Government has played, and should play 


in this connection. Special consideration bas been given to the financial problem 
facing small business 


You have before you a bill, 8. 892, which was introduced by Senator Byrd fo: 
himself and four other Senators. ‘This bill, if enacted, would ‘dissolve the Reco 
struction Finanee Corporation and transfer certain of its funetions relatinz to 
national defense to other agencies of the Government.”’ 

As revealed by its title, this bill would annend the RFC Aet (15 U.S. C. A. 601 et 
seq.) So as to provide for liquidation of the Corporation sooner than provided 
by present law It provides, among other things, that the liquidation of th 
Corporation shall be performed by the Secretary of the Treasury, that the RF< 
functions with respect to the rubber, tin, and abaca programs are transferred to t! 
Secretary of Commerce, and that the President shall transfer the functions of 
the Corporation with respect to the production defense loan program to som 
other Government agency. 

We believe that the objectives of 8S. 892, the liquidation of the RFC, are sound 
for the following reasons 

1. There is nm 


longer any need for the RFC as an emergency, depressior 
agency 


Business activity is at a record level, except for a few months during 
World War II, and very sharply above the low points in 1932 and 1933. The 
institution has no permanent place in our national economy. 

2. Businessmen operating small manufacturing enterprises do not feel the need 
for direct financial assistance from the Federal Government. The NAM surve 

of 1950 showed that only 7 percent of more than 3,000 respondents in 1950 failed 
to obtain the funds needed through normal banking channels during the period 
1930-49. There is no reason to believe that the situation has changed significant! 
in the past 2 vears. Government statistics show that new businesses are co! 

stantly being started, at a rate equaling the growth in population 

3. A Government bank, the RFC, as the record shows, is subject to a political 
atmosphere which is susceptible of pressure to grant loans which are not. in the 
best interest of the public. 

#. Any attempts to justify the continuation of the RFC on the grounds of 
alleged profits is without foundation. Government agencies should not be oper 
ated for the purpose of making profits. If profit, instead of broad public service 
and security, becomes the justification of the existenee of Government agencies, 
then we have taken a decisive step toward socialism and communism. 

5. The RFC is not necessary or essential to the national defense effort. Funds 
for this purpose can and should be provided through normal channels. If any 
extraordinary needs for Federal funds should arise, they ought to be met through 
the regularly established Federal departments or agencies. The total amount of 
defense loans authorized by the RFC represents a very insignificant proportion of 
the total funds expended for defense purposes. This statement is supported by 
the following quotation from the 1952 Annual Report of the RFC: 

“Loans authorized pursuant to section 302 of the Defense Production Act, 
totaled 175 loans in the amount of $199.5 million, while under section 714 
Defense Production Act, 55 loans were authorized in the amount, of $4.2 million 

“Since September 8, 1950, date of enactment, to June 30, 1952, 215 loans in 
the amount of $267.5 million have been authorized under section 302 of the 
Defense Production Act.” 
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RFC ESTABLISHED AS A DEPRESSION OR EMERGENCY INSTITUTION 


The RFC was created by an act of Congress in 1932 as an emergency institu- 
tion for the primary purpose of rendering financial help to banks, railroads and 

surance companies, “to aid in financing agriculture, commerce and industry.” 
It was established specifically as an emergency institution—not as a permanent 
Government bank. 

Thus the Corporation was originally chartered for | year. But its life has 

en extended and extended. Its charter now will expire June 30, 1954 unless 

w legislation is enacted, either to extend it or to speed its demise We believe 

latter is the sound choice 

The life of the Corporation has not only been extended but its funetions have 
been greatly enlarged from time to time. Originally, it was regarded generally 
as an agency for lessening the effects of a great depression. Later it became an 
ageney for doling out many forms of so-called relief. Next its powers were 
enlarged to finance other Government departments and agencies largely through 
its borrowings from the Treasury. 

During World War IL the RFC was used to finance many: war plants and for 
erious other purposes After the war hed ended, it turned to the business 
field for new “opportunities”? and undertook to help business enterprises unable 
to obtein from private lenders the funds they considered essential. Many 
activities were justified on the grounds that small business was receiving special 
consideration. No one can any longer contend logically that either an emergency 
or depression exists 

Since the emergency conditions which led to the original creation of the RFC 
have dis»ppeered, there is no longer any real reason for its continuation. It 
should be an established policy that all Government agencies should be liquidated 
when they have served the purposes for which they were established 


DIRECT LOANS TO BUSINESS ENTERPRISE 


The RFC received its first authority in 1934 to make direct loans to business 
enterprise. One importent condition for extending these credits was the inability 
of the borrower to obtein funds from reguler sources at prevailing rates. The 
borrower was required to give evidence of his ability to repay the loan. Even if 
the RFC lorns contribute to employment, the public interest must be regarded as 
a more besic consideration than the supposed benefits to individual borrowers 
The origine|l limitations were modified from time to time regarding both the 
amount end the maturity of individual loans. 

The Corporation was authorized in 1938 to buy securities from business enter- 
prises, while in 1947 the Corporation was further empowered to extend credit to 
borrowers who were unable to borrow from other lenders on ‘reasonable terms.”’ 
In 1948 the Corporation was assigned the responsibility of providing financial 
aid to small business. In these and in other ways the original standards and 
conditions covering the operations of the RFC were broadened. The Corporation 
was allowed to engage in a long series of direct lending operations which were, in 
turn, followed by many abuses which were brought to public attention during 
1950 and 1951. The record does not lend support to the contention that the 
RFC must be continued as an aid to business, particularly small business. 

The argument that the RFC has rendered only limited aid to business, is sup- 
ported by data published by the RFC in its annual reports for the fiscal years 
ending in June 1949 and 1950. Total business loans reported for fiscal 1949 
amounted to $349 million of which more than $200 million was represented by 
98 loans averaging more than $2 million in size. Half of the loans were small 
($25,000 or less). Thesum total of these small loans amounted to only $17 million. 
In fiscal 1950 the total business loans amounted to $534 million of which 6 percent 
represented loans of $25,000 or less. 

During fiscal 1951 the RFC authorized 2,411 loans of less than $100,000 each, 
the total of all such loans amounted to only $74.9 million. Of these loans, 1,395 
or 51.6 percent accounted for only $15.7 million. 

Total loans of all insured commercial banks amounted to $54.3 billion on 
June 30, 1951, and to $58.7 billion on June 30, 1952. By the end of December 
1952 total loans of insured commercial banks had risen to $63.6 billion. A 
comparison of the RFC loans with the loans extended by commercial banks shows 
clearly that the RFC credits constitute a very small fraction of the total funds 
used by business in this country. In fact, providing short and intermediate 
credit for small business is one of the major activities of all commercial banks, 
especially the smaller banks. 
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In connection with the current discussion regarding the liquidation of 
RFC, attention should be directed to a comment by Jesse Jones, who wag th 
head of the Corporation for a long period of time. Some years ago, he told 
Senate investigators: 


“The RFC should not be regarded as a source of easy money, a place where 


improvident loans uiay be made for personal or political reasons; a bank of iss 
for the socialization of the Nation’s economy and a spigot where funds flow 
those who are classed as acceptable risks because of political e xpediencies. * 

“] think the RFC should be given a decent burial—lock, stock, and barrel. | 
say this because none of the conditions which prompted the creation of the RI 
and the various amendments of power exist today; Government lending 
competition with private business is not a proper function under our free-ente; 
prise system; there is ample credit for all legitimate and justifiable loans. 

“‘As long as the RFC is in the lending business, it will get applications for loans. 
Some people prefer to borrow from the RFC rather than from their local banks 
* * * With the RFC all set up for business, it is natural that those in charge of 
it would rather make loans than not, in order to justify their employment an 
the continuance of the agency, and some people wanting to borrow money woul 
like to be in a position to say to their bankers ‘if you don’t let me have the mone 
I will get it from the RFC’ * * *. I wish to remind you that where the sugar ! 
you will always find the flies.” 

The argument that small business has not been able to raise the funds needed 
to enlarge or expand new small businesses has been emphasized repeatedly. 
Further, it has been held that the number of small-business enterprises will 
decline unless the Government provides financial assistance to small business. 
However, it should be noted that Government statistics show clearly that new 
businesses are constantly being started and that the output of small-business 
units continues to play an important role in our national economy. 

Small-business organizations have access to many sources of credit, for example 
commercial banks, insurance companies, wholesalers and suppliers, sales finance 
companies, and Government agencies. Commercial banks are the most impor- 
tant source of short-term commercial and term loans for small- business concerns. 
Small-business concerns have relied heavily upon the entrepreneur himself, 
friends, and relatives. Retained earnings have been significant. The Govern- 
ment or a Government agency such as the RFC should not be called upon to 
supply risk capital. 

With the continued development of the American enterprise system over a 
long period of years, it has become necessary to invest larger and larger amounts 
of funds to enable an individual or small group of individuals to launch —, 
fully a new enterprise. Government aid is encouraged on the ground that it is 
not only good for the future of the free enterprise system but also for the Satis 
welfare of the country. 

In the 1950 NAM Survey manufacturers were asked: ‘‘How can the Government 
help small business?”’ The answers were specific; 37 percent of those who replied 
said “revise the tax laws.’’ Fewer than 9 percent said “facilitate loans to 
business,’’ nearly 23 percent said for the Government to “keep hands off business,”’ 
and another 16 percent said the “administrative and financial efficiency of the 
Government”’ should be improved. 

The results of this survey clearly indicate that businessmen generally do not 
regard the Government or a Government agenevy as the proper source for financial 
assistanee. Only a small number considered the RFC a desirabie source for this 
purpose. We have already indicated that the contribution of the RFC to small 
business has been greatly exaggerated. 

A basie need for growing or expanding business enterprises is larger and larger 
amounts of equity or venture capital. It is not desirable for a growing concern 
to rely too heavily on borrowed funds, especially long-term credits, even if such 
funds were available. Greater dependence should be placed on equity funds. 
Small business and individuals, either incorporated or unincorporated enterprises, 
have relied heavily in the past on retained earnings for business sexpansion High 
corporate income-tax rates have reduced or limited the amounts of earnings which 
could be retained in the business. But an even greater obstacle to the aceumula- 
tion of savings whieh could provide equity capital for small business is the in- 
dividual income tax with its high progressive rates. The urgent need is for a 
substantial cut in Government spending so that taxes can be reduced. 
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IS THE RFC NECESSARY FOR FINANCING DEFENSE? 


In addition to the small business argument, it is held by many that the RFC 
is needed in financing the defense program. It would be far better to use the 
regular private sources of commercial eredit to finance defense rather than to 
rely on a Government agency. The Federal Reserve V-loan guaranty program 
will provide some of those who have defense contracts with another source from 
which emergency credits may be obtained. In view of the limited scope and 
nature of the financing which has been done by the RFC, one cannot assume any 
longer that the RFC is indispensable in financing the present defense-production 
program. The financial problems arising out of the defense program should be 
considered from a broad economic and/or fiscal point of view rather than from a 
narrow policy which may be assumed with regard to the future of the RFC 


LENDING IN A POLITICAL ATMOSPHERE 


There is now no doubt that the lending business of the RFC has been conducted 
for a long period of time in a political atmosphere. The Fulbright subcommittee 
made an investigation in 1951 which brought to light many unsound fea ures 
which resulted from the direct loans extended to business. These weaknesses 
involved, or were related to, the alleged broad economic purposes of such financing 
and the financial standing of the individual concerns receiving help. At one 
time Senator Byrd designated it ‘‘an agency which is being used as a workshop 
by the get-rich-quick political predators.” 

One serious weakness of the RFC is that it does not have to report to those 
who supply its funds as do commercial banks to their depositors. Inasmuch as 
the RFC has relied for its funds on the Treasury, it has not been forced to give 
full detailed reports to the public or to submit to rigid examinations and reports 
such as commercial banks are subjected to. 

One recognized fundamental defect encountered in making Government loans is 
that it is not possible to meet the demands of all would-be borrowers. Since 
you cannot meet all demands, political or other pressures arise which makes it 
extremely difficult for the lending agency to select the most desirable or necessitous 
applicant for a loan. The decisions of skilled credit grantors are likely to be 
ignored in too many cases. Under such circumstances it is hard, if not impossible, 
to avoid public criticism and suspicion. As one authority has stated, “‘every- 
body’s money becomes nobody’s money.” 


SHOULD THE RFC MAKE A PROFIT? 


The argument that the RFC is a profit-making institution and should, there- 
fore, be continued as a protection against another depression on the theory that 
it would not impose any burdens upon taxpayers is not convincing. Whether the 
RFC did or does make a profit, should have no weight whatsoever in determining 
the future of the Corporation. The future of the RFC must be determined 
on grounds other than profit or loss. Government agencies and departments 
in this country have not been established and operated for profit in the past. 
Certainly, this sound, basic policy s ‘ould not be deviated from now or in the 
future. The making of profits by such agencies is contrary to the fundamental 
principles and policies of a democratic form of government acting in behalf of 
the general public. 

Records are not available to show the profit or loss operations of this Corpora- 
tion. The interagency dealings by which funds are borrowed from the public 
by one agency at one rate of interest and loaned by another agency at a lower 
rate is bad enough, but when the RFC, in turn, lends these funds back to the 
publie at a higher rate of interest, the cost problem becomes insoluble. It is 
not known what the risk element is in the loans now being made, but since the 
full cost of funds is not charged to the RFC, it should not be assumed that the 
operation of the KFC may be carried out without cost to the Government. 
Under these circumstances, the profits, if any, may be overstated or the losses, 
if any, may be understated. The true situation is not revealed. 

Whether the financial operations carried out by the RFC is a proper function 
of our Government, should be judged on broad economic principles. We contend 
that the Government should not go into. business even though it could make a 
profit. To do so would violate the basic fundamental principles of a true democ- 
racy. To operate it at a loss would also be indefensible because it would increase 
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the taxes paid by the more efficient producers to subsidize the less efficient or 
inefficient producers. To establish a yolicy deliberately which would result, in 
losses would not be financially sound; neither would it meet with public ay proval, 
Whenever a government enters business in competition with private enter, Fis: 
it is undermining the sources of tax revenue. If the Government enters business. 
it must necessarily compete with private entery rise. Such a course will diminish 
the area of taxation and increase the tax burden uron fewer | rivate entert rises 
and further increases the difficulties under which } rivate enterprise will be forced 
to o erate in its competition with a subsidized Government agency. 

The conclusion seems clear to us. There is am le evidence to warrant favor- 
able action on 5. 892. The RFC should be liquidated as soon as possible. 


CHAMBER OF COMMERCE OF THE UNITED STaTEs, 
Washington 6, D. C., May 28, 1953 
Senator Homer E. Capenarrt, 
Chairman, Senate Committee on Banking and Currency, 
Senate Office Building, Washington 25, D. C 


Dear Senator Capesart: The Chamber of Commerce of the United States 
has long supported the principles of S. 892, now before your committee, which 
will abolish the Reconstruction } inance Corporation and transfer certain of its 
functions relating to national de‘ense to other agencies of the Government. 

Chamber members, in their annual meeting on April 29 of this year, went o1 
record as follows: 

1. ‘‘Governrrent credit extensions and Governrent intervention and bureau- 
cratic action in the feld of credit present a menace to chartered banking and the 
private enterprise system 

‘There should be early withdrawal of Government competition with privat: 
sources in the lending feld and persistent reduction in the scope and power of 
Government lending agencies.”’ 

2. ‘‘Yederal enterprises should be transferred, wherever practicable, to the 
people, acting for they selves or through private business entities created by them 
Such transfer will reduce the Tederal det; reduce or eliminate future | ederal 
expenses, increase revenues to 1 ederal, State, and local governments through 
additional taxes paid by these enterprises under private ownership, and remove 
the } ederal Government from unfair competition with its citivens.”’ 

More than 2 years ago, the board of directors of the national chamber specifi- 
cally and directly recommended to Congress that RFC be eliminated. The 
board agreed unanimously that: 

“Congress should dissolve the Peconstruction Finance Corporation. The 
rubber, tin, and abaca programs should be transferred to another Government 
agency. I emaining corporation assets should be liquidated as rapidly as possible. 

“The Peconstruction Finance Corporation was created on January 22, 1932, 
to provide emergency financing facilities for financial institutions and to aid in 
financing agriculture, commerce, and industry. It was intended to meet the 
problems of a severe depression, and it was to terminate at the end of 1 year. Its 
tenure has been repeatedly extended, but its continued existence in an inflationary 
era cannot be justified. Today private financial facilities are sufficient to meet 
normal needs. 

““Moreover, in anticipation of emergency needs, Congress wrote into the Defense 
Production Act of 1950 elaborate provisions for credit guaranties by defense 
agencies on behalf of any business engaged in the defense effort, and for direct 
loans in connection with defense procurement.”’ 

We most sincerely hope that your committee will speed action on 8. 892. | 
would appreciate it if you would make this letter a part of the record of your 
current hearings. 

Cordially yours, 
CLARENCE R, MILEs. 


KNOXVILLE, TENN., May 19, 1958. 
Hon. Homer E. Capenart, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 

Dear SENATOR CAPEHART: The borrowers from Reconstruction Finance Cor- 
poration, Nashville agency, have asked me as their attorney to write you regarding 
their concern in connection with the future of the RFC and the future policy of 
the United States Government toward small businesses. 
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This letter is written on behalf of the following: Edgepark Inn, Gatlinburg, 
Tenn.; Gatlinburg Construction Co., Gatlinburg, Tenn.; Blue Ridge Transporta- 
tion Co., Knoxville, Tenn. 

These small businesses are functioning under amicable relationships and excel- 
lent services in connection with loans of considerably less than $100,000 by means 
of which they have accordingly been able to stay in business during the last 2 
years when sources of funds for working capital and capital investment were 
otherwise unobtainable. There has been no conniving, everything has been care- 
fully investigated, they have met their loan agreement requirements with one or 

wo exceptions requiring relief when mitigating circumstances arose and otherwise 
the Nashville agency has rendered meritorious service well within the intent of 
the act creating RFC. 

As long as nothing is done to wreck this service to small businesses performing 
creative functions in connection with defense, and those functions involving 

millions and entailing losses to the United States Government can be eliminated, 
any action taken by the Congress would be meritorious and necessary. 

As long as the functions of RFC or any reorganization thereof may be performed 
in proper manner for the necessary assistance required by small business without 
working hardship or by the allowance of some discretionary leeway in settlement 
of loans outstanding your work should meet necessary national requirements. 

Accordingly, the aforementioned clients especially request most considerate 
action and forbearance in your deliberations which might affect small business 
and at the same time protect the interests of those public servants who have 
performed wisely and well as employees of the RFC. Anything you might do to 
influence pending legislation to this end will be appreciated. 

Sincerely yours, 
Exvuiorr D. ApAms, 
Altorney at Law, 


ooo 


Barco MANUFACTURING Co., 
Barrington, Ill., May 29, 1958 
Hon. Homer FE, Cappuart, 
Chairman, Senate Banking Committee, 
Senate Office Building, Washington, D. C. 


My Dear Senator: I have been following the hearings of your committee in 
connection with the continuing or discontinuing of the RFC. I am a small 
manufacturer, owning my own business which has operated as a proprietorship 
and later, because of tax burdens, as a corporation. 

I have been carrying on my usual business, started in 1908, and, in addition, 
substantial war contracts since 1938, and I have never required any help from 
the Government or a bank to do so. 

I have made frequent trips to Washington, and at various times have contacted 
with the small-business men’s committees of Congress. I have always had a 
cordial reception from these groups—and absolutely no results. I am in favor 
of discontinuing aid to small business labeled as such, or any organization or 
setup especially devoted to that activity. I am in favor of discontinuing the 
RFC without any substitute for it. 

It seems to me that those who are loudest in their insistence on Government 
aid to small business are either misinformed as to the needs for such aid, or 
perhaps in some instances are working it from a petty vote-getting political angle 
with a “‘do gooder”’ mental complex. 

As a taxpayer carrying an almost prohibitive burden, I resent the Government 
providing money for marginal operations which do not represent a good com- 
mercial risk acceptable to the banks. I resent the Government financing marginal 
accounts with Government money to compete with self-sustaining companies 
operating on their own capital under the private enterprise system. These weak 
accounts only disturb the normal operation of business and represent unfair 
competition. 

I am asking your committee to vote against any continuation of the RFC in 
any form, or any Government organization for he support of small business, 
because it is not needed, and you will be voting in favor of simplification of 
Government activities and reduction of expenses aad we hope, taxes. 

Very truly yours, 
F. N. Barn, President. 


83869—53——_2 
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CHaTHAM ELecrronics Corp., 
Livingston, N. J., April 8, 1958 
Senator CAPEHART, 
United States Senate, Washington, D. C. 


Dear Sir: It has come to our attention that consideration is about to be given 
in Congress to either curtailing or eliminating the activities of the Reconstruction 
Finance Corporation. 

I would like to call to your attention the services that this agency has performed 
to assist the growth of Chatham Electronics Corp. in expanding to its present 
size. Over the last 10 years, Chatham, as research and development engineers 
of electronic tubes and equipments, has developed products that are vitally 
needed for the defense of our country. We were in the position of being sole 
supplier of a critically needed electronic product at the outset of the Korean 
war, and to this date we remain sole supplier on some items. 

Extremely high Federal income taxes have left little in profits for the expansion 
of business such as ours. We therefore consider that the Reconstruction Finance 
Corporation has played a vital part in the expansion of industry such as ours 
because through their loaning Chatham the necessary moneys to expand, we are 
now in a position to produce more of these important electronic parts and prod- 
ucts for the defense of our country, employ more people than ever before, pay 
higher taxes through increased income, and repay the money to Reconstruction 
Finance Corporation at 5 percent interest. Through years of activity of making 
expansion loans, this agency has proved to be one of the few profitable Govern- 
ment agencies, which further indicates that the Reconstruction Finance Corpora- 
tion supplied one of the greatest needs of small business, and because of its 
profitable many years service should continue to be of service to other business 
people such as we, or even at a future date to provide the same opportunities 
for Chatham to continue its growth if the need arises. 

Yours very truly, 
ANTHONY SCALA, 
Secretary- Treasurer. 


Park Ice Co., 
Memphis, Tenn., April 29, 1953. 
Mr. Homer E. Capenart, 
Chairman, Senate Banking and Currency Committee, 
The United States Senate, Washington, D. C. 


Dear Sir: Three years ago we went into a business venture that unfortunately 
cost us considerable more than we had originally planned. It was a sound venture 
and the Nashville office of the Reconstruction Ficchis Jorporation saw that it 
was sound, even though our bank in Memphis refused to loan us sufficient money 
to see us over the first 3 or 4 and most difficult years. The loan has proven to be 
sound because the interest and principal are current and the balance is now less 
than the value of the real estate. 

Without the help of the Reconstruction Finance Corporation, we would have 
been hard pressed and delinquent with some of our creditors, 

Don’t think for 1 minute that this was a slipshod loan. It was thoroughly 
investigated and they included in their security every possible item owned by the 
company and by me personally even to the extent of some life insurance but they 
were the means of being a great help to us and we have both profited from the 
transaction. 

It has been our experience that this organization has been conservative in 
allowing our special requests but have been most lenient and helpful and prompt 
when these requests had merit. 

We urge you to continue the Reconstruction Finance Corporation for its original 
use—the assistance of small business. We are a shining example and will welcome 
your inspection. 

Very truly yours, 


H. B. Puetps. 
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PHILADELPHIA TEXTILE MANUFACTURERS ASSOCIATION, 
Philadelphia 6, Pa., May 13, 1953. 
Hon. Homer E, Capenart, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 

Dear Senator Capruart: In view of hearings soon to begin before the Senate 
Banking and Currency Committee on a series of bills, including 8. 892, the stat- 
ment of this association’seems pertinent. The writer respectfully directs your 
attention to that portion of the statement (italized) which refers to reducing 
Government participation in business. 

I hope the action of your committee will be consistent with the position we 
express. Obviously the liquidation of one agency and the creation of several 
new ones would be most inconsistent. 

Respectfully yours, 
E. K. Prerson, 
Managing Director. 


STATEMENT ON UNitrED Staves Fiscat PROGRAM 


The members of the Philadelphia Textile Manufacturers Association are aware 
of the complexities inherent to a Federal fiscal program. Because of this aware- 
ness we purposely make this statement in broad terms and without treating taxes 
and appropriations as unrelated matters 

Our position, adopted after due consideration by the taxation and executive 
committees and submitted to the membership, is: 

“We strongly urge reduction of expenditures by (a) cutting nonessentials; 
(b) more efficient use of manpower; (c) elimination of Federal Government paternal- 
ism by resisting the trend toward socialism and return of many functions to local levels, 
thus promoting freedom of and reliance on the individual. 

“We would not oppose continuance of the excess-profits tax until such time as 
individual income taxes can be reduced. 

“We recommend the adoption of a constitutional amendment limiting the 
maximum percentage of income tax, except in case of national emergency.” 

Your active support in keeping with the above is earnestly solicited. We 
firmly believe our own interest is best served by the welfare of the entire Nation, 

Georcre H. Moore, 
Chairman, Taxation Committee. 





RockForRD CHAMBER OF COMMERCE, 
Rockford, Ill., May 20, 1968. 
Hon. Homer E, CAPEHART, 
Senate Office Building, Washington, D. C. 

Dear Senator Capenart: Now that the Senate Banking and Currency 
Committee is considering a proposal to terminate the Reconstruction Finance 
Corporation, the Rockford Chamber of Commerce desires to make known its 
position in this regard. 

According to statistics of the RFC itself, only about 5 percent of its money 
during the 2 recent fiscal years has gone for loans of $25,000 or less. Hence, any 
argument that the RFC should be continued as an aid to small businesses is not 
a valid one. Generally speaking, businessmen do not want an umbrella held 
over their heads. 

By action of its board of directors acting on a recommendation from its national 
affairs committee, the Rockford Chamber of Commerce earnestly requests that 
operations of the Reconstruction Finance Corporation be terminated and that its 
functions not be transferred to any other governmental bureau or department 
except as liquidation of existing loans may demand. 

We trust you and your fellow Senators on the committee will find it possible to 
so concur on the legislative proposals regarding the RFC now before you. 

Respectfully yours, 
Dr. Wituram K. Forp, 
Chairman, National Affairs Committee. 
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Wuire Pine Copper Co., 
Boston, Mass., May 29, 1958. 
BANKING AND CurRENCY ComMITTEE oF THE SENATE, 
Senate Office Building, Washington 26, D. C. 


GENTLEMEN: Following is statement of White Pine Copper Co.: 

In connection with the Senate Banking and Currency Committee’s consideration 
of proposed legislation to dissolve the Reconstruction Finance Corporation and 
transfer certain of its functions relating to national defense to other agencies of the 
Government, we wish to bring to the attention of the committee the status of the 
outstanding Government loan to this corporation. 

On November 15, 1951, a loan in the principal amount of $57,185,000 was 
ranted to White Pine ay Co. under the provisions of section 302 of the 
defense Production Act and Executive Order No. 10161 for the purpose of develop- 

ing its substantial ore body at White Pine, Mich., and constructing a plant and 
all necessary auxiliary facilities adequate for the production of 75 million pounds 
of new copper annually. Development of the project was undertaken by this 
company at the request of the Government. At the time of the making of the 
loan it was estimated that the construction of such facilities should be completed 
by the end of 1954. 

The loan was approved by the Defense Material Procurement Agency pursuant 
to the provisions of the Defense Production Act and funds in the amount of 
$57,185,000 were duly allocated under the provisions of said act and are now being 
disbursed and serviced by the Peconstruction Finance Corporation. Construction 
is proceeding in accordance with schedule and completion of all necessary facilities 
is anticipated by the end of 1954. 

A construction loan covering a period of this duration is necessarily a project 
loan based on preliminary estimates. Inasmuch as labor and material costs are 
indeterminate factors, it was at the time of the making of the loan, and still is, 
impossible to ascertain definitely whether or not the original loan would be or is 
adequate to carry out the purpose for which it was made. The company has been 
repeatedly assured that if the need for additional funds should arise it would have 
the cooperation of the Government and the servicing agency in meeting such 
requirements. 

Ve have had the complete cooperation of the Reconstruction Finance Corpora- 
tion in connection with the servicing of this loan. Time of completion is of the 
essence in a project of this character. We respectfully urge that your committe: 
do not take any action or sponsor any legislation which would impair the defense 
production loan program under section 302 of the Defense Produc'ion Act of 
1950, with particular reference to any restrictions upon the availability of the 
necessary funds for the completion of this project or impairment of the prompt 
and efficient serviting of the loan relating thereto. 

Respectfully submitted. 

Morris F. LaCrorx, President. 


Hewirr Orn Co., 
Charleston, S. C., May 30, 1958. 


The Honorable Senator Burnet R. MAayYBank, 
Senate Office Building, Washington, D. C. 


Dear Senator Maysank: My attention has been attracted to proposed 
legislation to make more readily available capital to small businesses on both 
short-term loans and long-term loans. 

Our particular company has an outstanding record of progress since its estab- 
lishment back in 1937. Our total assets are now over the million dollar mark 
and this has been due to the fact that all of our earnings since the beginning of 
the company have been left in the business. This was necessary to keep pace 
with our competitors. Our future outlook is very bright and we feel that we 
have the proper resources behind us; however, we are finding it more and more 
difficult to secure proper financing from our banks. They have advised us that 
they are only interested in short-term loans of 1 year or less. 

The attitude which the banks are now taking makes it almost impossible for 
the small-business man to continue to grow and unless some moans are found 
to aid small businesses in this direction, many are faced with the problems of 
either selling out to their competitors or facing loss of position to maintain a 
competitive standpoint which will eventually lead to bankruptcy. 





I am pi 
and is car 
I am also 
15,000 in 
problem | 
associatic 
small oil | 

Ye 


Hon. Es" 
Senc 
DEAR 
been inte 
fit to co 
In 193 
was pres 
reorgani: 
its profit 
RFC loa 
intereste 
would h 
creditors 
In 194 
am presi 
in maki 
foundry 
who wot 
compan’ 
The 
been ab! 
do not n 
to large 
In my 
service — 
organizs 
aiel 


SENATE 


GEN1 
abolishe 
I would 
make a 

Owin 
Caruthi 
manage 
and opt 
supplyi 
were bs 
additio 
some 2: 
were al 
and bo 

Late 
for this 
to the | 
plant \ 


1958 


eration 
on and 
8 of the 
} of the 


00 was 
of the 
velop 
nt and 
ounds 
y this 
of the 
ipleted 


rsuant 
unt of 
, being 
uction 
cilities 


roject 
tS are 
till is, 
Ce or 18 
s been 
1 have 


r suc! 


rpora- 
of the 
nittes 
efen ( 
Let of 
of the 


rompt 


ent. 


53. 


posed 
both 


stab- 
mark 
ng of 
pace 
it we 
more 
that 


e for 
yund 
os of 


in a 


GOVERNMENT LENDING AGENCIES 415 


I am passing the above on to you as a matter of information which has caused 
and is causing considerable concern among the small-business men of the country. 
| am also an office: of the National Oil Jobbers Council, representing more than 
15,000 individual jobbers of this country, all of whom are small businesses. The 
problem as outlined in this letter is of vital importance to every member of our 
association and one which if not corrected will affect adversely many of these 
small oil businesses not to mention others outside of the oil industry. 

Yours very truly, 
J. H. Wuire, President. 


TENNESSEE Founpry & Macurne Co., INc., 
Nashville, Tenn., June 9, 19538. 
Hon. Estes Keravuver, 
Senate Office Building, Washington, D. C. 

Dear Senator: As the RFC has been of vital help to two companies I have 
been interested in since 1935, I do hope that Congress will through some way see 
fit to continue its functions of helping small business obtain long-term loans. 

In 1935 the RFC loaned the Se-Ling Hosiery Mills, of Nashville, of which I 
was president, $225,000. This loan enabled the mill to resume production after 
reorganization, give steady employment to over 250 employees, and also, through 
its profitable operation, liquidate a frozen loan to a local bank and pay off the 
RFC loan in less than 10 years. The RFC was the only financial organization 
interested in making such a loan and, had the loan not been granted, the company 
would have been forced to liquidate at a large loss to a local bank and other 
creditors. 

In 1945 the RFC loaned the Tennessee Foundry & Machine Co., of which I 
am president, $110,000. The RFC was the only financial organization interested 
in making such a loan. This loan enabled the company to build a modern 
foundry for producing gray iron castings, to serve the need of local manufacturers 
who would be purchasing their requirements outside of Davidson County. The 
company has 75 employees. The loan at the present time amounts to $34,250. 

The RFC has been the only organization through which small business has 
been able to obtain long-term loans, due to the fact that the commercial banks 
do not make long-term loans and insurance companies are interested only in loans 
to large and well-established corporations. 

In my opinion the Nashville agency of the RFC has rendered a most valuable 
service to small business of Tennessee and it is my sincere belief that such an 
organization must be available to aid and help develop small business in the 
future. 

Respectfully, 
Macutn P, Davis, President. 


BRATTON VENEER & LuMBER Co., 
Memphis, Tenn., June 11, 1958. 
SENATE BANKING COMMITTER, 
Washington, D. C. 

GENTLEMEN: I have been most concerned at the possibility of the RFC being 
abolished or curtailed to such an extent that they could not operate effectively, 
I would like to give you my experience with this agency and, with your permission, 
make a few comments. 

Owing to the advanced age of the principal owner of the Dillman Industries at 
Caruthersville, Mo., they decided to liquidate this business in 1942. The general 
manager, J. T. Ahern, came to me and proposed that a company be formed to buy 
and operate this plant, as it was an old and well established business which was 
supplying wirebound box material, lumber and egg case material, all of which 
were badly needed by the demands of the Armed Forces and civilian needs, In 
addition to the above, if someone did not buy the plant and continue to operate it, 
some 250 people would be out of employment. Together with two other men, we 
were able to obtain a loan through the RFC at Nashville for operating capital 
and bought this company and operated it for 10 years. 

Later, we borrowed more money from the RFC for the purchase of timber 
for this operation and it was all paid back in an orderly manner and at a profit 
tothe RFC. Without this loan, this company could not have carried on and this 
plant would have been discontinued. 
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In 1944, two other men and I organized the Southern Laminating Co. and 
borrowed from the Small War Plants Corporation against Government orders to 
help finance the operation of this plant. Since then thousands of dollars worth of 
plywood have been shipped to the armed services and the indebtedness was 
liquidated within a few months and as agreed. 

Frank A, Conkling of this city and I owned and operated the Waldo Veneer Co. 
at Waldo, Ark. for several years. We made application for a loan from a com- 
mercial bank to buy timber but the loan was refused because the Federal banking 
laws did not permit a national bank to loan a company money on timber in the 
State of Arkansas unless the land was also included. This loan was liquidated 
as agreed. 

In each of the cases cited above, application was made to commercial banks 
and the loans refused for various reasons. 

As I understand it, the principal ones who are opposed to the continuation of 
the RFC are the banking interests and the reason which they are giving is that 
that commercial banks are now prepared to take over the functions of the RFC 

One of the outstanding essentials for loans through the RFC is and always has 
been that it must be turned down by a commercial bank. I would like very much 
for the chairman of your committee to find out and give me the names of those 
banks that are going to make loans that have been turned down by a commercial 
bank. 

My personal experience and observation has been that commercial banks are 
inclined to and do start calling loans and tightening their purse strings at the 
first sign of business slump. That is the time when business houses need money 
and if they could get it, it would contribute to the general welfare of the country. 
The RFC has the right to make such loans and I certainly hope that they are al- 
lowed to continue to do so. 

It seems to me that one of the soundest reasons for leaving the RFC in existence 
is that it has always made money. It is true that they have had some losses and, 
no doubt, politics has had a part in some of these. Commercial banks also have 
losses and in proportion have probably been as high as those of the RFC. 

Very truly yours, 
O. D. Bratton 


West Pautm Beracn, Fua., June 4, 1953. 
Senator Estes KEFAUVER, 
Senate Office Building, Washington, D. C. 


Dear Senator: Your telegram sent to Erwin, Tenn., has been relayed to me 
here in West Palm Beach. I would be more than pleased to appear before the 
Senate Banking Committee as requested, but it would have to be after the 20th 
of June before I could do so. In the meantime, however, I submit this statement 
which you are authorized to file with the Senate Banking Committee, if you see fit. 

In 1948, I was president of Rutherford Freight Lines, operating out of Bristol, 
Va. At that time, the company was in serious financial difficulty and had been 
running in the red for some considerable time, with little prospect of survival 
without additional capital and financing. The equipment of the company was in 
such condition that it appeared to me that the only prospect of saving the com- 
pany was to secure a loan of a sufficient amount to take care of the outstanding 
indebtedness and purchase new and modern equipment which was estimated at 
around $300,000. 

I took the matter up with a number of different banks in Virginia and Tennes- 
see, and was advised that they were not in a position to make such a loan. 1 Jike- 
wise took the matter up with ani nsurance company, with the same result. Hav- 
ing used every reasonable effort to secure such a loan, I then took the matter up 
with the RFC and after extended negotiations, the RFC approved a loan to the 
company in the amount of $300,000, payable $6,000 a month, plus interest for a 
period of 3 years, and the balance due at the end of 3 years. 

With this loan, the company was able to get its office in order, purchase new 
equipment and almost immediately began to show a profit, and as a result, at the 
end of the 3-year period, the whole loan was retired with interest and that com- 
pany today is operating ana is in good sound financial condition. Had it not been 
for this loan, there is no question but what this company would have been forced 
into bankruptcy. 

» As a result of my experience with the Reconstruction Finance Corporation, the 
least I could do would be to urge the continuance of the Reconstruction Finance 
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Corporation, feeling that only through such an agency can the small business 
hope to secure financing of this character. 
If there is anything that I can do to assist you or the Senate Banking Committee 
in keeping the RFC alive, I would be glad to do so. 
With my very best personal regards, I am, 
Sincerely, 
Cart McOntTaArrr. 


SouTHERN Exuectro Puiatine Co., 
Memphis, Tenn., June 10, 1958. 
Hon. Estes KEFravuFeEr, 
United States Senator, Tennessee, Washington, D. C. 

Dear Sir: Through your position as Senior Senator from Tennessee, we would 
like to have you place our records and experiences with the Reconstruction 
Finance Corporation before the Senate Banking Committee for their records and 
due consideration before passing judgment on the closing of the Nashville office of 
RFC. 

We were a small business concern starting in the plating business here in 1946 
with a paid in capital of $40,000 at that time and in 1947 we ran into financial 
difficulties because of the fact we needed more capital to start on a large plating 
contract and we tried to make loans from various banks here and were turned 
down. We went to RFC and requested a loan of $11,000 which was granted to 
us and was paid back promptly. In 1949 business was very quiet and we tried 
to make a loan from banks here but were turned down and again Nashville RFC 
office came to our rescue with a loan of $11,000 which was promptly paid back and 
we want to say here that if we had not received the loan we would have been 
forced to quit business but thanks to Nashville RFC we were able to overcome 
all obstacles and continue to grow and create a nice business concern here giving 
employment to about 75 people. 

In the first part of 1951 we were contacted by the Milan Tennessee Ordnance 
Arsenal to see if we could help them on their renovating program. There was 
a vast amount of plating to be done and as we are the largest plating plant in this 
part of the South they wanted us to get into production as soon as possible. We 
did, and saved the Government thousands of dollars because of the fact that this 
work would have had to be done hundred of miles away from the arsenal. How- 
ever, again to start this vast production we were compelled to get more operating 
and installation of new equipment capital, so again we tried, even with Govern- 
ment contracts, to obtain outside financial help from banks and individuals but 
were not successful and once more we contacted Nashville office of RFC for a 
loan of $90,000 which, after a thorough investigation as to our ability to handle 
these contracts and our past records, we were granted this loan and in which same 
was paid back by us within 1 vear. 

At this time we feel that the Federal Government should keep this Nashville 
office of RFC, because there is many a good and sound business that sometime 
or other will need their help and cannot get it from any other source. 

It will be seen from our past experiences that small businesses such as ours need 
financial help from time to time and the banks just will not make loans unless you 
have about 2 for 1 for collateral. 

It this Nashville office of RFC should be moved to Atlanta, Ga., it certainly 
would put quite a few impositions on this part of the country such as distance 
and the time consumed in trying to obtain loans from RFC. 

With kindest personal regards, we beg to remain, 

Very truly yours, 
Leon Lyons. 


Senator Payns. Are there others who wish to be heard? If not, 
all witnesses scheduled for today have been heard and, accordingly, 
the hearings are recessed subject to the call of the chairman. De- 
partment reports on these bills will be incorporated at an appropriate 
place in the record as they are received. 

This closes this portion of the hearings. 

(Whereupon, at 3:55 p. m., the hearing was recessed.) 











The 
Plants 


Sixta G 


The Pre 
The 

My D 
the Def 
Quarter! 
This | 
Quarter! 
15, cove 
January 
It will 
to the es 
a definit 
R 


Identi 
House o 


TheS 
record o 
SDPA 
small m 
them; ir 
in the h 
material 
and proc 
small bi 
SDPA 
(used or 
enterpri: 
in nonm 
ment of 
increasil 
desires « 
will be ¢ 
program 
he § 
Congres 
toward | 
and 261 
SDPA’s 
support. 
The b 
by SDP 


APPENDIX 





The following was submitted for the record by the Small Defense 
Plants Administration: 


SixtH QUARTERLY Rerort or THE SMALL DEFENSE PLANTS ADMINISTRATION, 
WasuHinaton, D. C. 


SmacLt Derense PLANtTs ADMINISTRATION, 
Orrice or THE ADMINISTRATOR, 
Washington 25, D. C., April 15, 1948. 
The PRESIDENT, : 
The White House, Washington 25, D. C. 

My Dear Mr. Presipent: Pursuant to the requirements of section 714 (g) of 
the Defense Production Act of 1950, as amended, I hereby transmit the Sixth 
Quarterly Report of the operations of the Small Defense Plants Administration 

This report covers activities for the first 3 months of this year. The Fifth 
Quarterly Report, which was transmitted to the President by letter dated January 
15, covered all activities of the Administration for the 14 months’ period to 
January 1. 

It will be observed that, while the period up to January | was devoted primarily 
to the establishment of our programs, the 3 months’ period since that date shows 
a definite increase in momentum, which has not yet reached its peak. 

Respectfully yours, 
Y. BRYNILDSSEN, 
Acting Administrator. 

Identical letters sent to the President of the Senate and the Speaker of the 

House of Representatives. 


I. INTRODUCTION AND SUMMARY 


The Small Defense Plants Administration is a going concern with an 18 months’ 
record of achievement and a potential of even greater accomplishments. 

SDPA’s success is measured in many terms: in financial assistance given to 
small manufacturers and defense production opportunities made available to 
them; in savings to the Government which exceed the total cost of the agency; 
in the help given to small plants in solving problems of equipment, facilities and 
materials; in hundreds of cases of counsel and advice on problems of management 
and production techniques; in ‘‘on-the-spot”’ service to small-business men through 
small but efficient field offices. 

SDPA’s potential lies in several fields: in its increasingly important authority 
(used only occasionally in the past because demands for assistance to production 
enterprises were most insistent) to devote more time and effort to small business 
in nonmanufacturing industries, retail and distributive trades; in further improve- 
ment of existing programs through application of the lessons of experience; in the 
increasing competence of its staff; in the wider authority which, if the expressed 
desires of elements in Congress and the national administration are carried out, 
will be given to the small business agency charged with carrying out Government 
programs. 

The Small Defense Plants Administration is the product of bipartisan efforts in 
Congress to establish a single custodian of Congressional policy and purpose 
toward small business. Its creation in July 1951 was sponsored by 55 Senators 
and 261 Members of the House. and the bill passed both houses unanimously. 
SDPA’s performance and potential justify continued congressional and Executive 
support. 

The bulk of this report tells of the progress in the several programs administered 
by SDPA in carrying out the will of Congress. A prefatory chapter reports on 
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small business’ position today and where it is likely to be tomorrow. This eco- 
nomic discussion can be summarized as follows: 

Despite the fact that small business has shared in the general increase in net 
sales, earnings, and employment, its position continues to be a difficult one. 
Rising costs and taxes have had a more burdensome effect on small concerns than 
large; employment cuts are more marked in small plants. And since 90 percent 
of American business is small business, there is no comfort for the small entre- 
preneur in the fact that the net increase in business enterprises in 1952 was far 
below the average rate for the last 10 years, 

The outlook for small business, furthermore, must take account of these factors: 
(1) Although defense funds yet to be obligated remain high, defense spending in 
the future will not stimulate the general economy to the extent it has in the past; 
(2) there are signs that the output of civilian products is starting to outrun con- 
sumption. 

On the other hand, small business has certain advantages which can and must 
be made the most of. Among these are personally interested management, lack of 
pressure to capture marginal markets, alertness to market demands, and simplicity 
and flexibility of operations. 

Program accomplishments of SDPA may be summarized as follows: 

Government procurement.—Together with military and other Government pro- 
curement officers, SDPA earmarks contracts for exclusive award to small business. 
As of March 27 these totaled $455,528,089; despite the timelag between joint 
determination and contract award, nearly one-fourth of this procurement has 
already been contracted for. 

SDPA has issued 71 certificates of competency, conclusively attesting to the 
ability of small plants to perform specific contracts. These certificates cover 
$50,357,558 worth of procurement. By enabling low bidders to receive contracts 
and thus preventing awards to higher bidders, SDPA has saved the Government 
$4 million, which is more than the total cost of the agency since its beginning. 

SDPA has taken two prime contracts from the military and subcontracted the 
work to small plants. 

A minimum of 656 subcontracts to small plants has resulted from SDPA ac- 
tivity. These are valued at $16,290,900. 

Financial assistance.—SDPA has filled the gap in the system of financial assist- 
ance to small business concerns. It has aided several hundred small firms in 
making successful use of the private lending svstem to meet their credit needs. 
When all else fails, SDPA recommends loans to the Reconstruction Finance 
Corporation, which so far as made 356 loans to small firms on SDPA’s recom- 
mendation. These total $44,798,327—an average of $126,000 per loan. FEightv- 
three percent of the loans have gone to companies emploving fewer than 100. 
Commercial banks have participated in over 17 percent of the value of the loans. 
No loans above $300,000 are recommended except for working capital to process 
defense contracts. 

Equipment, facilities, and materials—SDPA gives direct assistance to small 
firms in need of production equipment; 85 concerns were thus aided in the last 3 
months. SDPA’s advocacy of certain safeguards for small business in decontrol 
of materials resulted in a considerable modification of the course advocated by 
proponents of immediate decontrol. In its attempt to recapture even a modicum 
of equity for small business in the facilities expansion program encouraged by 
rapid tax amortization, SDPA has established specific small business shares in 42 
official expansion goals. It is largely due to SDPA’s activity in this field that 
some $260,000,000 worth of investment for expansion by small business has been 
certified for tax benefits just in the last 6 months. 

Field operations —SDPA’s field organization of 13 regional offices and a number 
of supplementary field representatives is the culmination of a year’s effort to de- 
centralize functions as rapidly as competent personnel could be employed in the 
field, convenient to the small-business man. Development of an efficient on-the- 
spot operation made possible a 15-percent reduction in the national office staff in 
Washington. 

Production and management assistance —SDPA’s industrial engineers carry out 
a variety of duties connected with spot assistance, subcontracting, certificates of 
competency, loans, and procurement. Management service includes the publica- 
tion of Management and Technical Aids to assist small concerns. Some 24 sub- 
jects are covered in the Management Aids, 21 shop problems in the Technical Aid 
series. A production advisory service also is maintained. 
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In several chapters of this report reference is made to the Acting Administrator’s 
testimony before the Senate Banking and Currency Committee on a bill to con- 
tinue SDPA’s existence beyond June 30, 1953. A brief excerpt from that testi- 
mony bears repeating in this report. The Acting Administrator said of SDPA: 
“Its program has won the confidence of many thousands of small-business men. 
Section 305 (of the pending bill) keeps this program in operation without interrup- 
tion or loss of momentum. It avoids unnecessary reshuffling of duties orcreation 
of new agencies. It reaffirms the bipartisan congressional policy that small-busi- 
ness assistance shall be centralized in an independent agency. In effect, section 
305 endorses SDPA’s record and tells the agency to go ahead with its program.” 

Anyone searching for an even more objective opinion about SDPA could have 
found it in the lead editorial of the New York Journal of Commerce of April 1, 
1953. This editorial said, in part: 

‘“* * * there seems to be considerable merit in the proposals to keep the 
Small Defense Plants Administration alive beyond its present expiration date of 
June 30. * * * 

“* * * if the Government recognizes that small business has a special identity 
of its own and has needs that are not necessarily those of medium-sized and big 
business, then the individuality and independence of SDPA ought to be pre- 
served for the duration of the emergency, if not beyond, * * * 

‘k * * what is needed * * * is an efficient though small, articulate and out- 
spoken agency directly responsible to the President to report on small-business 
problems and work toward their solution. * * * We think that is one of the best 
ways of helping keep free enterprise dynamic.” 


II, SMALL BUSINESS AND THE ECONOMIC PROSPECT 


Nineteen fifty-two is generally acknowledged to have been one of the most 
favorable years in American economic history. If ordinary accounting results are 
used as the sole gage, small business in general shared in that year’s boom level 
of economic activity. Although small corporations entered the defense period 
with a greater degree of slack than was true of large corporations, the movements 
both of net sales and earnings have followed much the same pattern in both groups. 

In terms of employment also, small establishments appear to have shared with 
large in the moderate expansion during the past year. The data on this factor 
in the key industrial area of metalworking disclose that from October 1951 to 
October 1952, in small plants as well as in large, employment expanded moderately. 

Despite this, it is apparent, both from a closer examination of the earnings and 
employment data and from other, more general, indicators, that the position of 
small business continues to be a difficult one. Rising costs and taxes, which 
have affected corporations of all sizes, have brought earnings of small corporations 
down much closer to 1947—49 levels than is true of large corporations (see charts 
land 2). Decreases of employment, which are concealed in the overall moderate 
increase, have shown up much more markedly in small establishments than in 
large (see charts 3, 4 and 5). 

It is not surprising to find that fluctuations of employment have been greater 
among small plants than large. This has long been characteristic of small busi- 
ness. What these recent data disclose, however, is that even during a period of 
general and widely shared expansion a significant sector of business may suffer 
substantial setbacks and, furthermore, that such setbacks are likely to hit small 
enterprises more seriously than large. 

In terms of aggregate employment in all metalworking industries combined, both 
small plants (those independently owned and operated, with fewer than 100 
employees) and large plants (with 500 or more employees) reported about the 
same relative net change over the period. When the net increases are analyzed 
by the contributing increases and decreases, however, and distinctions are drawn 
between industry groups and between individual industries covered, a more sig- 
nificant picture emerges. 

Chart 4 depicts the greater range of employment changes experienced by the 
smaller concerns in this key industrial sector and emphasizes that in each of the 
four groups, while overall employment increased, serious decreases were experi- 
enced among the small plants—more serious, in each group, than among the large. 
Further analysis, in terms of the individual industries represented (chart 5), dis- 
closes that in 20 out of 24 industries greater employment decreases were suffered 
by small plants than large. 
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These comparisons make clear that beneath the surface appearance of general! 
well-being, small business is subject to seriously unfavorable factors. A more 
general indication of this lies in the facts about the business population of the 
country. At least 90 percent of American business enterprises may be considered 
small. When the total number of enterprises increases or decreases, those changes 
are accounted for almost entirely by small concerns. It is therefore significant 
that during 1952 about 9 percent of all enterprises went out of business and that 
= _ increase during the year was much below the average rate for the past 
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EARNINGS AFTER TAXES 


INDEX, 1947-49 =100* 
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Cuart 5 


EMPLOYMENT IN METALWORKING INDUSTRIES 
OCTOBER 1951 — OCTOBER 1952 


PERCENTAGE EMPLOYMENT CHANGES 
BY INDUSTRY GROUPS 
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At the present time, three aspects of the developing economic situation merit 
particular attention by small-business men and those concerned with policies and 
programs affecting small business. These aspects are (1) the emergence, in prey 
alent business opinion, of certain reservations about maintenance of the high leve! 
of business activity beyond 1953, (2) the methods being used by large business 
concerns to improve thejr operations and cope successfully with new problems, 
and (3) the advantages which small firms inherently possess and which must be 
used as effectively as possible. 

Near-term economic outlook.—In planning his future operations, the small 
business man should give particular consideration to the increasing cautions 
about a drop in the present high level of business activity. For some time now. 
bankers, businessmen, and economists have foreseen a slight to moderate deelin: 
from the present boom levels in 1953 or perhaps in early 1954. No one can tx 
certain that such a decline will actually take place, however. Indeed, the answer 
may well lie not in supposedly unchangeable economic trends but rather in th 
manner in which the individual businessman exercises his judgment and uses his 
ingenuity in the months ahead. 

In his planning, the businessman should avoid several mistaken assumptions 
that are often made about a boom period. They are: (a) That in boom times, 
every business is almost sure to enjoy a good measure of prosperity ; (b) the reverse 
assumption, that because one’s own business is not thriving now, there really isn’t 
a boom, and things will pick up “in better times’’; (c) that current conditions will 
continue indefinitely and no allowance need be made for a drop from the boom 
level; and (d) because a boom can’t last forever, financial resources must be 
hoarded for a later period of opportunity. 


CHART 7 


U. S. GOVERNMENT PURCHASES OF GOODS AND 
SERVICES AS A PERCENTAGE OF THE GROSS 
NATIONAL PRODUCT, SEMI-ANNUALLY, 1947-1953 
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How much defense business is left?—As shown in chart 6, the value of Govern- 
ment purchases of goods and services now equals about one-sixth of the Nation’s 
gross product. In terms of total national output, this represents a doubling in 
the last 2 years of the importance of Government spending for goods and services. 

When examined in terms of national security outlays, the big increase in Gov- 
ernment spending in the post-Korean period is even more startling. In 1950 
Government purchases for national security programs amounted to $18.3 billion. 
This was somewhat below the level of 1949 and very slightly below the level of 
1946, but substantially above that of the postwar years 1947 and 1948. In 1951 
national security expenditures amounted to $36.7 billion, a rise of more than 100 
percent in a single year. In 1952, such expenditures rose to $48.8 billion, and a 
new rise of about 33 percent. However, the fourth quarter rate of expenditure 
$50.1 billion) showed an inc-ease of only $0.2 billion over the annual rate reached 
in the second quarter. 

Projected defense spending obviously is subject to change. Nevertheless, it 
may be useful to consider the implications of the data shown in chart 7. These 
data indicate that a very substantial proportion of already available funds still 
remains to be obligated and that deliveries are, for the most part, still to be made. 

Requests for new authorization to obligate additional funds amount to $41 
billion for fiseal year 1954. This would entail a cutback of about $7 billion, 
mostly in purchases of goods and supplies, particularly hard goods. In fact, the 
budget request envisages a 50-percent cutback in purchases of weapons and major 
items of equipment. In soft goods, however, sustained procurement of textiles, 
clothing, and food items is expected. 

During the past year, increased emphasis has been given in the defense build-up 
to expansion of the military production base. Additional emphasis was given to 
this when the Advisory Committee on Production Equipment proposed that the 
Government adopt a policy of creating additional production capacity on a standby 
basis instead of adding to our stockpile of military end items. Although the 
Advisory Committee was chiefly concerned with the machine-tool industry, 
their conelusions obviously had general applicability. 

If. maximum security can be achieved with maximum economy by maintaining 
munitions production plants in a high degree of readiness, capable of rapid 
expansion if necessary, then it is essential that small business concerns in the 
metal working and other vital industries be maintained as an important defense 
asset. 

CHART 8 
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Naturally, the launching of other programs, such as a new civilian defense 
program, or the curtailment of existing programs, could also greatly affect overal] 
defense spending and the small business share of defense business. 

In summary, it appears that the general stimulation of the economy by defense 
spending may be largely absent from this point on. The amount of funds to be 
obligated, however, will remain large and will present an increasingly desirable 
target for small firms as competition for civilian business stiffens. 

Difficulties in absorbing high output.—United States manufacturing capacity 
up more than 50 percent since the end of World War II, is still expanditwg*and 
recently has shown signs of new expansion. 

Already, however, there are many signs that production of civilian products 
is starting to outrun consumption. Stocks of consumer durables are at a high 
level and large surpluses of food are piling up. Consequently, some foresee the 
possibilitv of cutbacks in production and a resulting economie setback. 

The fact that inventories are consid»rably higher than in early 1949 must be 
considered in the light of the 45-percent increase in manufacturers’ sales and the 
40-percent increase in retail sales since that time. Other factors which must be 
considered are: (a) defense goods are included in the data for manufacturers’ 
inventories, and (b) with industrial production now about 25 percent above that 
of early 1949 there is naturally a need for bigger stocks of materials. 

Nevertheless, it appears that we are producing faster than we are consuming 
This disparity would tend to be aggravated if we were to continue our rapid rate 
of growth of production capacity without retiring obsolescent capacity, cutting 
back production schedules, or stimulating new demand. 

The problem facing the small-business man.—The problem facing the small- 
business man today is whether to make defensive preparations for a possible 
near-term economic readjustment at the expense of long-term competitive position 
or of going ahead with aggressive preparations for a strong position in the long 
term at the expense of current liquidity 

The correct course of action for him depends on the outlook for his particular 
industry, its vulnerability to an economic downturn, and the skill and speed with 
which the businessman can cut costs, move out of over-extended positions, and 
add supplementary lines of needed products. 

Before preparing for any economic downturn, however, the small-business man 
should keep in mind these basic factors of strength in the ecoonomy—factors which 
big business is relying on to make its heavy capital expenditures pay off: 

(1) Eeonomic predictions, even short-range ones, have tended to differ con- 
siderablv from subsequent events. 

(2) There appears to be considerable momentum in the present high level of 
operation, with unfilled orders for durable goods now amounting to $70 billion, 
and consumers apparently planning a continued high rate of expenditures. 

(3) Readjustments in a number of industries have eased potential downward 
pressure at a later date. 

(4) There is a backlog of 30 to 60 billion dollars in long-needed publie works 
programs. 

(5) Numerous factors, such as agricultural price supports, bank deposit insur- 
ance, and unemployment compensation, would operate against a full-fledged 
depression. 

How are big companies improving their operations?—To maintain and improve 
their competitive position, many large companies today are engaged in extensive 
programs of research, development, and product diversification. These programs 
will place their small-business competitiors at an increasing disadvantage. For 
example, large companies have expanded enormously their research staffs, are 
busy improving their present product lines, and at the same time are moving 
into new industries, outside their former areas of operation. Large companies 
are teaming up, too, pooling their resources in joint endeavors, such as in the 
field of petrochemicals. They also are seeking to increase their efficiency and 
reduce their costs through use of improved office and production equipment, of 
radically new character. 

Advantages of small firms.—Nevertheless, small firms have advantages as well 
as disadvantages in their struggle to remain in operation. In a general way, 
these advantages may be grouped as follows: Personally interested and undiluted 
top management; less pressure to enter marginal, less profitable markets; alertness 
to the demands of the market, since the small business is usually able to know its 
customers more closely than can a big company; and simplicity and flexibility of 
operations. 
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Making the most of limited resources —Some ways in which the small-business 
man can make the most of his limited resources are through: 

1. Improving productivity. Where improvement in productivity can be 
achieved without new investment, it makes for more intensive use of a resource 
that is in short supply—particularly for small business—capital. 

2. Expansion into assured markets at compensatory margins of profit, or 
diversification into essential products or possibly into lines with complementary 
trends. 

3. Avoiding premature obsolescence. By keeping alert ebout industrial de- 
velopments generally and by emortizing equipment es quickly es alloweble, the 
smell firm may be able to evoid investing its limited carital resources in facilities 
which are on the verge of obsclescence. 

4. Exy loiting chenges in the market. Although the businessman may initially 
have selected the best markets for his profitable items, he should make sure that 
they ere still the best markets. 

5. Teking edventege of technicel developments. Many small-business con- 
cerns have been able to profit from technical edvences, such as in materials, using 
them to engineer new yroducts or to redesign existing } rocucts. 

Sustaining small business.—Stetistics on business poy ulation, sales and earnings 
of lerge end smell cory orations, and emyloyment in large and smell ylents meke 
clear thet smell busiress hes not been sharing fully in recent economic develop- 
ments. In meeting the chellenges which confront them smell-business men must 
of course, rely primarily upon their own efforts. In these efforts, however, they 
require and deserve the benefit of continued ettention by every brench of the 
Government to the handicays thet cen be removed, the opportunities that can be 
provided, and the productive potential that can be tapped through sound smell- 
business policies. 


Ill, GOVERNMENT PROCUREMENT 


Section 714 of the Defense Production Act of 1950, as amended, states the 
congressional policy that a fair proportion of the total purchases and contracts 
for supplies and services for the Government shall be placed with small-business 
concerns. 

The main device to carry out this policy is known as joint determinations, 
under which representatives of SDPA and the procurement agencies jointly 
determine which proposed purchases can be supplied by small concerns and ear- 
mark all or specified percentages of them for exclusive award to small firms. 

Congress also assigned SDPA the duty of enlarging small-business procurement 
opportunities through issuing certificates of competency, assisting production 
pools, taking prime contracts and subcontracting them to small firms, and 
stimulating subcontracting generally. 

SDPA is concerned to observe in official Munitions Board figures that as the 
volume of military prime contracts has expanded, the percentage going to small 
business has dwindled. This trend is pictured in chart 8. The statistics are 
based on a definition of small-business concerns as those employing 500 or fewer 
persons. Thus, they are subject to the qualifications discussed in Chapter VIII, 
A Realistic Definition of Small Business. 

The need for serious efforts to expand the small-business share of procurement 
is emphasized by the results of an analysis made of an important segment of 
procurement by one of the armed services during fiscal 1952. This study brought 
out two challenging facts: (1) The actual share received by smal! business came 
to only about 75 percent of the full, fair share as calculated from the normal 
industrial pattern of production; (2) in industries where production is concen- 
trated among smaller concerns it was expected that the fair share would be fre- 
quently achieved or exceeded. But this did not occur. Good performance 
appeared just as frequently among industries where firms with more than 500 
workers have greater importance as among those where concerns below this size 
predominate. 

It appears not only that the small-business program in this procurement area 
was generally deficient, but that the program included no special efforts to place 
contracts with small business in those lines where opportunities are greatest. 
SDPA seeks to overcome this deficiency of Government procurement practice. 
Its policy is to seek out opportunities for small business wherever they may be 
and to assist small concerns to secure contracts, particularly in those lines of 
production where such opportunities are concentrated, in enough volume to 
bring their share of total procurement up to a fair percentage as measured by 
their overall role in the economy. 
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CHart 9 


THE SMALL BUSINESS SHARE 
OF MILITARY PRIME CONTRACTS 
JULY 1949 - JANUARY 1953 
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Earmarking contracts for small firms 

The joint determination procedure, under which SDPA and the Government 
procurement agencies jointly agree to earmark all or part of proposed procure 
ments for exclusive award to small concerns, remains one of SDPA’s most impor 


tant programs. During the quarter, the program was enlarged to include 41 of 


the major procurement centers of the Army, Navy, and Air Force. 

Gratifying improvement in small-business awards has taken place in several 
major defense procurement centers, notably the Ordnance Automotive Center in 
Detroit, the Quartermaster Corps in Washington, and the Armed Services Textil 
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and Apparel Procurement Agency in New York. Improvements at the first two 
centers followed favorable decisions on appeals of several specific cases brought 
by SDPA to higher levels of the Department of Defense. 

As of March 27, the amount of proposed Government procurement earmarked 
for small business under joint determinations totaled $455,528,089. Of this 
amount, contracts in the aggregate of $108,809,558 have already been awarded. 

The table below gives the detailed results of the joint determination program 
in terms of joint determinations initiated by SDPA, those rejected or withdrawn 
by the procurement agencies, those already awarded, and those which have not 
yet reached the point of contract award. 


Joint determinations 


(Number and dollar value, through Mar. 27, 1953] 





! i 
| | Veterans’ 
Army | Navy | Air Force | Administra- Total 
} | } | tion 
| | } 
Jomt determinations initiated _ . .| 1, 329 762 331 | 42 2, 464 
Estimated value $429, 000,465 | $179, 800,070 | $135,075,424 | $1,301,758 745, 267, 717 
Joint determinations rejected or | | | 
withdrawn ! | 448 370 | 47 4 869 
Estimated value | $154, 913, 299 | $88, 017,672 | $26, 669, 658 $90, 030 | $269, 690, 659 
Joint determinations made 876 | 399 | 277 39 1, 591 
Estimated value $265, 071,790 | $95,695,555 | $93, 415, 472 $1, 345,272 | $455, 528, 089 
Contracts awarded 261 172 | 32 | None 465 
Value | $61, 522,911 $36, 520, 390 $10, 766, 257 | $108, 809, 558 


! This figure also includes joint determinations partially rejected or withdrawn. 


A graphic portrayal of progress in awarding contracts to small plants under the 
joint determinations is provided by chart 9. The sizable gap between joint deter- 
minations made and contracts awarded should not be construed as indicating that 
only a fraction of joint determinations is actually awarded to small firms. There 
is a considerable timelag between joint agreement by SDPA and the procurement 
agency and actual contract award by the procurement agency. 
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The fifth quarterly report pointed out that the General Services Administration 
had declined to take any steps for joint screening and earmarking of its purchases, 
SDPA’s original proposals to GSA were made in June 1952. Now, 10 months 
later, there is evidence of renewed interest on GSA’s part, and it is possible an 
SDPA-GSA agreement may be forthcoming at an early date. Romane 
SDPA concluded an agreement with the Veterans’ Administration, the text of 
which is printed in appendix A. 

A disturbing downward trend in Air Force agreement on joint determinations at 
Air Materiel! Command, Wright-Patterson Air Force Base, is being investigated 
by SDPA. There is a growing disparity between the volume of procurement 
the Air Force proclaims to be suitable for small business and the volume &: tually 
agreed to by the Air Force under joint determinations. 

SDPA is proposing to military procurement authorities that distribution of bid 
sets to SDPA regional offices be extended to include all its field representatives. 

In testimony before the Senate Banking and Currency Committee in March, 
the Acting Administrator proposed that SDPA be given stronger authority to 
make sure small-business concerns get a fair share of Government contracts. 
Pointing out that the joint determination program requires the consent of the 
procurement agency before contracts are earmarked for small plants, he proposed 
that SDPA be empowered, on its own, to earmark appropriate procurements or 
portions thereof for award exclusively to small business until the small-business 
share rises to 35 percent, which is the proportion regarded as a fair share by the 
House Small Business Committee. Provision would be made for appeal in the 
cases of disagreement. 


Certifying a small plant’s competency 


Under section 714 of the Defense Production Act of 1950, as amended, SDPA 
is authorized ‘‘to certify to Government procurement officers with respect to the 
competency, as to capacity and credit, of any small business concern or group of 
such concerns to perform a specific Government procurement contract,” and 
such certificates are made “‘conclusive’”’ upon procurement officers. 

Through the exercise of this authority, SDPA is able to prevent the disqualifi- 
cation of a small business on the ground of incompetency, when actually the busi- 
ness is fully qualified for the award of a contract. It is one of the most effective 
powers held by SDPA. 

Through March 27, 1953, SDPA had issued 71 certificates of competency 
covering contracts in the total amount of $50,357,558.98. (See appendix B for 
list of firms certified during the quarter.) Fifty-seven firms so certified had re- 
ceived contracts on the strength of these certificates, the awards totaling 
$41,875,448.06. In no instance has the small business which obtained its con- 
tract on the strength of a certificate defaulted in its undertakings. 

In each of these cases the small-business concern presumably would have lost 
out if no certificate had been awarded, and the contract would have gone to a 
higher bidder. By preventing awards to higher bidders, SDPA’s certificates of 
competency have saved the Government nearly $4 million by conservative esti- 
mate. Since the agency’s total costs and obligations out of its appropriations 
are not much over $3 million, this program alone has resulted in a substantial net 
saving to the Treasury. 

Impressive as this saving may be, the potential economies of the certificate 
program are even more impressive. Steps have been taken to disseminate infor- 
mation about the program more widely. The Department of Defense has been 
asked to instruct its contracting officers to see to it that no small business low 
bidder is turned down for reasons of capacity or credit without opportunity being 
given SDPA to consider the concern’s eligibility for a certificate. 

An apparent hitch in the certificate program, which SDPA is attempting to 
straighten out, developed recently. Until March 1953, every firm certified as 
competent by SDPA received—either from private or Government sources—the 
financing necessary to carry out its Government contract. An apparent modifica- 
tion in Reconstruction Finance Corporation lending policy took place that month, 
threatening to weaken the certificate program. During March several firms 
certified as competent by SDPA and unable to obtain private or other Government 
financing were declined loans by the RFC. In order to avert extreme hardship 
to these firms and preserve the effectiveness of its program, SDPA is exploring 
the feasibility of taking over these contracts and financing them out of its revolving 
fund, as described in the following section. 

Meanwhile, the Acting Administrator recommended to the Senate Banking and 
Currency Committee several possible ways of correcting this situation. One 
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would be to give SDPA authority, on its own, to make sure that small-business 
concerns get necessary financing. Otherwise SDPA would require authority to 
guarantee the performance of contracts awarded to small plants on the basis of 
certificates of competency. 
SDPA as prime contractor 

SDPA is authorized to take Government prime contracts and to subcontract 
them to small-business concerns. Although a revolving fund appropriation of 
$50 million for this function was authorized when the statute was enacted, only 
$1,500,000 has been appropriated. In view of the limited sum avaialable, it has 
been necessary. to restrict the use of the fund to cases involving extreme hardship 
for the contractor and an urgent military need for the product. 

In January SDPA used the revolving fund for the first time. American Steel 
Fabricators of Altoona, Pa. was awarded an Army ordnance contract for 13,000 
machine gun mounts for use on tactical vehicles. ‘The award followed a preaward 
survey by the Pittsburgh Ordnanac District, which concluded that ‘a review of 
production efficiency and technical ability reveals that the company is capable.” 

Later, the company filed an application for a V-loan to provide it with the neces- 
sary working capital. Pittsburgh Ordnance District and the Federal Reserve 
bank of Philadelphia recommended a loan; however, prior to receipt of the usual 
findings and recommendations from the Office of the Chief of Ordnance, the Office 
of the Under Secretary of the Army reportedly turned down the application on 
the grounds that ‘‘alternative sources’”’ for the item were available and that the 
company did not possess the necessary know-how. 

On the question of know-how, among other things, the Pittsburgh Ordnance 
District found as fact that: 

‘“‘(a) The items being furnished under these contracts are urgently required for 
national defense. 

“(b) The contractor has the technical ability and plant capacity to produce 
these items. 

‘“(c) The contractor has proceeded on these contracts and progress currently 
attained is satisfactory. 

‘“(d) The time and expense in replacing these contracts at the present time 
would be prohibitive. 

“Tt is believed that the above contractor is technically able to perform the 
listed contracts. * * * Nothing is known to this office which would affect ad- 
versely the granting of such a loan.” 

On the question of alternative sources, the Pittsburgh Ordnance District also 
found as fact that: 

“Rock Island Arsenal, the stock control point, advises that these items are needed 
immediately overseas in that trucks were received without vital components. 
[Italics added.] * * * These items can be obtained from other sources probably 
for the same price or within a 5 percent increase over American Steel Fabricators’ 
Cost. To change sources at this time would involve a 2-to-3 months’ delay in 
obtaining first delivery.’ 

Notwithstanding these findings, SDPA was told that the Office of the Under 
Secretary of the Army declined to reconsider its action in denying the application. 
An SDPA-recommended loan was declined by RFC. 

SPDA then offered to take over the contract as prime contractor, subcon- 
tract the work to American Steel Fabricators, and provide necessary financing 
through SDPA’s revolving fund. Following over a month of consideration, the 
Department of the Army agreed to the proposal as being in the best interests 
of the Government as a whole. Not only has the company since produced suc- 
cessfully at the lowest price available to the Government, but, as requested by 
the Army, is producing abead of the schedule. Moreover, the quality of the item 
surpasses that called for in the contract. 

SDPA believes the original request for a V-loan should have been decided on 
its merits. SDPA is unable to appreciate why the method of financing ulti- 
mately arrived at was acceptable to the Army as being in the best interests of 
the Government as a whole, while the granting of a V-loan was not. In any 
event, SDPA feels that use of the revolving fund in this instance contributed 
importantly to the military program. 

‘he revolving fund was used again in April in order to prevent a small business 
production pool, Peoria Consolidated Manufacturers, Inc., from default on @ 
contract and liability for damages. Army Quartermaster had awarded a con- 
tract to the Peoria group for 23,000 gasoline-fired water heaters for use by troops 
in the field. The Peoria pool subcontracted principally to Northern Steel and 
Stoker Corp. of Peoria, a pool member. 
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Specifications for the heaters required a particular size channel iron which js 
not generally available. A mill rolling of the channel iron by the only producer 
scheduling such production was canceled in November 1952. Northern Steel 
& Stoker then requested a deviation in the specifications to allow the use of 
substantially identical type of iron. According to the company, the requested 
deviation was agreed to by the Chicago Quartermaster Depot and assurances 
were given that Washington would also approve the deviation. Accordingly, 
the company continued full scale production on the other parts of the heaters 
in reliance on prompt approval of the deviation. The continued production 
depleted the company’s working capital and necessitated a bank loan to the 
maximum legal lending limit of the bank. 

In late January 1953, the company was informed that the deviation had been 
disapproved. Another source for channel iron was found but the essential work- 
ing capital to buy the channel iron and complete the contract could not be 
obtained. 

SDPA entered into agreements with the Quartermaster Corps, the Peoria 

pool, the bank, and Northern Steel & Stoker Corp. By these agreements SDPA 
became the prime contractor, Northern Steel & Stoker became its subcontractor 
the bank and SDPA are sharing the proceeds of the contract and the collateral! 
securing the bank’s previous loan, a realistic delivery schedule was effected, the 
Government will receive the heaters at the lowest available price, and the Army 
will receive the heaters, which are on an “‘expedite’’ basis, at the earliest possible 
time. 
SDPA believes this action is in the interests of governmental economy, encour- 
aging and protecting production pools, protecting a contractor from a threatened 
bankruptcy caused by events beyond his control, and providing the military with 
production of critical items instead of claims for money damages. 

Several other particularly meritorious cases are currently under investigation 
or negotiation. 


Spreading work through subcontracts 


Increased efforts by SDPA field offices to obtain more subcontracts for small 
plants bore fruit during the quarter. The fifth quarterly report disclosed that in 
the first 5 months of the agency’s subcontracting program (through November 
1952) a minimum of 500 subcontracts had been awarded as a result of SDPA’s 
referrals, with a value close to $10 million. These figures increased substantially 
in the succeeding months; a total of 656 subcontracts have now resulted from 
SDPA referrals, valued at $16,290,900. Total accomplishments are undoubtedly 
much greater. Plants given subcontracting assistance do not always report the 
results of SDPA’s endeavors. Moreover, once a subcontracting relationship is 
established, a steady flow of repeat orders frequently follows. 

In an attempt to increase subcontracting opportunities even more, SDPA 
recently proposed several specific measures to the Department of Defense. 
Under SDPA’s proposals, firms. bidding on defense prime contracts would be 
required to indicate on their bid proposals, by item, the estimated proportion of 
the proposed contract that would be subcontracted, and whether sources of supply 
were already lined up for use. Following award of the contract, the subcon- 
tracting information would be relayed to SDPA field offices, where opportunities 
would be called to the attention of small firms. Since there is presently no 
requirement that prime contractors report on subcontracts they place, the SDPA 
proposal would be valuable in indicating subcontracting trends. 

An indication of the amount of work involved in bringing prime and sub- 
contractors together is given in the following figures. SDPA field personnel have 
made 2,016 visits to prime contractors and have received 1,725 requests from them 
for small subcontractors. These agents made 3,476 visits to small firms to get 
firsthand information for facilities files, and they made 5,438 referrals of small 
subcontractors to holders of prime contracts. 

Requests from larger companies seeking subcontractors cover a broad range of 
services, such as gear grinding, general machine work, metal fabricating, screw- 
machine work, welding, and other operations. 

A prime contractor needing screw-machine parts got in touch with the SDPA 
office in Boston, which located a qualified subcontractor. A subcontract for 
$35,000 was arranged for by the Boston office; successful performance paved the 
way for a repeat order for $175,000 worth of the same article. 

A large contractor in St. Paul asked the Minneapolis SDPA office for assistance 
in locating local plastic mold makers. The contractor had 2 months of work 
totaling $20,000 he wished to farm out. Within 2 hours the SDPA office screened 
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out and got in touch with 30 small firms; from these SDPA was able to submit the 
names of 10 capable subcontractors to the larger firm, with strong indications the 
SDPA referrals will bring favorable results. 

A Portland, Oreg., firm received a subcontract for several hundred cowls for 
landing vessels—an award made possible only through SDPA efforts. 

Activation of two new programs during the quarter will, it is believed, result 
in even greater subcontracting. One is an agreement between SDPA and the 
Atomie Energy Commission providing for an exchange of information to increase 
small business participation in AEC prime and subcontracting (appendix D). 
Since most AEC prime contracts necessarily go to very large firms, subcontracting 
is the small plant’s best bet in the atomic energy program. The agreement calls 
for (1) notification of SDPA by AEC operations offices of specific small-plant 
opportunities in AEC prime or subcontracts, and (2) notification of AEC by 
SDPA of available small-plant capacity. 

The second new function is the Navy industry cooperation program, under 
which Naval officers are assigned to SDPA regional offices to help small plants 
get Navy prime and subcontract work. In the subcontracting part of this activity 
the Navy industry cooperation oaicers work closely with holders of Navy prime 
contracts and officials of Navy Inspection Offices. 

One other line of effort is being pursued to get more subcontracts for small 
business. Department of Defense listings of prime contract awards over $500,000 
are used extensively by SDPA in spotting prime contractors that may have need 
for small subcontractors. SDPA is currently attempting to get this information 
more frequently, and to have it broadened to include contracts of $100,000 or 
even $50,000 in size. 


Production pools for defense 


During the quarter SDPA stepped up its efforts to channel more defense pro- 
duction to the 22 pools approved under provisions of the Defense Production Act. 

As of March 31, SDPA had selected 230 procurement opportunities as particu- 
larly suitable to small business production pools and had arranged for bid invita- 
tions or “requests for proposals” to be sent to them. The total value of procure- 
ments thus called to the attention of pools is $148,950,000. Pools already have 
received $4,223,000 worth of defense prime contracts, and negotiations are 
proceeding on many additional ones. Two pools, with SDPA assistance, are 
expected to be momentarily awarded contracts totaling $500,000. 

Further, with the help and advice of the pools themselves, the agency is at- 
tempting to assure greater participation by pools in the joint determination 
program, A list is being compiled of military items that can be produced by any 
three or more pools, although not by the ordinary, individual small firm. This 
list is to be distributed to SDPA representatives in procurement centers with 
instructions to initiate joint determinations on the listed items. If agreed on as 
joint determinations, the procurements would, in effect, be earmarked for com- 
petitive award to pools. The element of competition is preserved by having at 
least three pools qualified to produce any item on the list. 

Finally, SDPA engineers have embarked on a program of making comprehen- 
sive surveys of approved pools to obtain more adequate listing of facilities and 
production potentials. 

By the approval during January of 9 new members of existing pools, the 22 
approved pools have reached a total membership of 518 companies with 24,500 
employees. Although several applications were received for approval of proposed 
new pools, approval was held up due to a legal technicality. This was based on 
the fact that for the last 2 months of the quarter SDPA did not have an Admin- 
istrator appointed by the President and confirmed by the Senate. The Depart- 
ment of Justice held that, under the Defense Production Act of 1950, only such 
an individual could exercise the delegated power to approve pools. An alternative 
means of obtaining pool approval is being sought. 


Contract price adjustments 

In its fifth quarterly report SDPA pointed out that a large proportion of 
military procurement awarded to small business concerns has followed adver- 
tising and has been in the form of fixed price contracts. It was also noted that 
the military departments have not followed the practice of including such con- 
tracts price redetermination, escalation or other clauses designed to minimize 
the risks of contractors against spiraling production costs or other unforeseeable 
contingencies caused principally by economic dislocations in a period of national 
emergency. 
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On the other hand, cost-plus-fixed-fee contracts, which are primarily negotiated 
with large concerns, protect contractors against these risks; and even negotiated 
fixed-price contracts, the bulk of which are also entered into with large concerns, 
contain clauses of the types named above. This patent disparity in risk taking 
between large and small contractors adversely affects the successful use of smal! 
concerns in the mobilization program. 

After the outbreak in Korea, the Department of Defense appeared to be in 
accord with this view. The Department asked Congress to provide a basis for 
price adjustments in situations where the action would “facilitate the national 
defense.’’ The spokesman for the Department of Defense made clear that its 
request was based upon the need to relieve small business concerns having fixed- 
contracts and suffering severe losses as a result of unforeseeable increases in 
production costs. 

Almost from the date of the enactment of this authority on January 12, 1951, 
the military departsments have sharply limited its application. This has oc- 
curred by administrative decision to deny requested amendments unless it is 
found that a small-business concern is “essential to the national defense,” not- 
withstanding proof that the contractor suffered severe loss on the contract due 
to factors beyond the anticipation or control of a prudent and efficient manage- 
ment. Under this test of essentiality, a single small concern can almost never 
qualify due to the existence elsewhere of capacity to produce the same item, 
even though small business as a whole is vitally essential to the safety of the 
Nation. The narrow construction of this authoritv is a substantial departure 
from administrative standards used during World War II under identical statu- 
tory provisions. Moreover, no corresponding conditions or limitations have 
been placed upon the use of price redetermination, escalation, or related clauses 
to minimize the same risks encountered in the same situations under negotiated 
contracts, mainly with large cone?rns. 

Since publication of the fifth quarterly report, Senator Edward J. Thye, 
chairman of the Senate Select Committee on Small Business, joined by 11 other 
Senators, introduced 8. 1175, a bill to amend and extend, until June 30, 1954, the 
provisions of title II of the First War Powers Act, as amended, and to prescribe 
standards for its administration. (Title II provides the legislative basis for 
contract price adjustments.) It is SDPA’s tentative belief that this proposed 
legislation, if enacted, would in large measure serve to effectuate the original 
intention of the Congress, and, in so doing, eliminate the principal inequities 
encountered by small concerns in connection with the present administration 
of the act. SDPA is making a detailed study of 5. 1175, and, at the request of 
the Committee on Government Operations, plans to submit a report on its 
merits in the near future. 


IV. FINANCIAL ASSISTANCE 


In adopting section 714 of the Defense Production Act of 1950, as amended, 
Congress restated the premise that the public interest requires financial manage- 
ment guidance for small concerns and, when necessary, Government loans to 
help them solve the special problems of mobilization. SDPA’s financial assistance 
program is based on that premise. 

The program consists of two main parts: (1) Counsel and advice to small 
concerns, particularly so they may make better use of the private lending system 
if financing is necessary; and (2) representation for small concerns in seeking 
Government loans when all other means fail. To give strength to its function as 
counselor and representative of small enterprise, SDPA is empowered to recom- 
mend approval of loans to the Reconstruction Finance Corporation. These loans are 
made out of a fund of $100 million set aside by Congress expressly for this purpose. 


SDPA as financial counselor 


Selected case examples best illustrate SDPA’s role as financial counselor to 
small business concerns. 

The Atlanta regional office reports the case of a small Georgia corporation 
and the trouble it experienced in obtaining a subcontract to manufacture air 
screens for use on jet engines. Engineers of the prime contractor were satisfied 
with the small firm’s ability, but hesitated to award the contract because of the 
company’s unsatisfactory financial condition. The producer was entitled to a 
refund on his tooling costs once he was in production, but lacked funds to com- 
plete the tooling. An SDPA financial specialist was called on for help; and after 
several conferences with the manufacturer’s bank, arrangements were completed 
for a loan of the required funds. The prime contractor awarded the subcontract. 
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The Cleveland regional office reports the case of a small electronics company, 
low bidder on a defense contract, which failed to receive the award because of 
an adverse financial report by the contracting officer. At the company's request, 
an SDPA financial specialist investigated, and discussed the matter with the 
contracting officer. Upon being persuaded to accept a performance bond from 
the company, the contracting officer then reconsidered the case and awarded the 
contract to the small firm. 

The Dallas regional office reports the case of a small sheet metal manufacturing 
firm which sought SDPA’s advice and assistance in obtaining a Government 
loan to continue its operations. After studying the firm’s financial condition 
and records, SDPA convinced the company that it did not need a Government 
loan, but that it should get its required financing from its own bank. This 
was done. 

The Denver regional office reports the case of a small plastics firm which 
sought SDPA’s assistance in applying for a $60,000 loan, part of which was to 
be used to buy a lot and erect a building on it. Investigation of the company’s 
financial condition showed that it had been in business only a short time, and that 
the proposed construction would cost far more than contemplated. SDPA 
suggested that the company lease suitable quarters; the company soon located 
a building which met all its requirements. 

The Seattle regional office reports the case of a small firm that makes and 
installs solid and laminated wood trusses. It held considerable defense sub- 
contract work. Main operations were conducted on unimproved land. A 
branch plant had been set up in leased quarters in Seattle, solely for production 
under a subcontract for mine-sweeper parts. RFC had been approached for a 
$200,000 loan, of which $80,000 was for construction of a plant on the unimproved 
land and $120,000 for working capital in expanding its defense work. When 
RFC gave the firm no encouragement the company asked SDPA for assistance. 
Detailed analysis by SDPA revealed that the company was trying to expand too 
fast. Accordingly, it recommended that the company postpone the building 
program, subcontract the unprofitable Seattle job, obtain standby agreements 
from 2 or 3 large creditors, sell the unimproved land, and obtain capital financing 
from its bank, secured by receivables. SDPA also recommended that the com- 
pany limit its bidding on new contracts until disposal of assets and operating 
profits provided a new, substantial liquid assets base. Most of SDPA’s sug- 
gestions were followed, with satisfactory results. 

The foregoing case summaries include only representative instances in which 
no Government financing waS involved. In many other cases, it was found 
impossible to solve the financial problems exclusively through the facilities of 
private lenders. In these instances, SDPA has aided the small business concern 
to avail itself of the system of advance, partial or progress payments on Govern- 
ment contracts by the contracting agency, the system of Government-guaranteed 
V-loans by private lenders, or by a direct Government loan by the RFC. 

In most instances SDPA assistance is sought directly by small concerns. But 
many times SDPA takes the initiative after learning of particular cases in which 
its assistance might be effective. For this purpose, SDPA has an established 
procedure with all military procurement agencies by which it receives notice of 
all adverse action on applications for a partiel advance or progress payment on 
a Government contract, or for a V-loan or RFC loan. SDPA then determines 
whether it could serve a useful purpose in undertaking further representation. 


Small business loans 

Loans to small-business concerns under the SDPA-RFC lending program 
reached a total of 356 by the end of the first quarter of 1953. The total value 
of the loans is $44,798,327. Loans granted in January, February, and March 
totaled 67, with an aggregate value of $7,752, 250. (See list, appendix E.) 

During the quarter SDPA set a limit of $300,000 on loans it recommends to the 
Reconstruction Finance Corporation, except those to provide working capital 
for specific defense contracts. This was done primarily because of the unlikeli- 
hood that a company qualifying for a facilities loand greater than this figure 
could actually be considered a small business. Also, experience showed that the 
amount of time required to examine such cases was not justified by results. 

There is annexed, as appendix F, a tabulation of SDPA and RFC activity upon 
all loan applications filed for consideration under section 714 from the beginning 
of the SDPA financial assistance program in January 1952, through March 27, 
1953. 

A total of 1,845 applications in the aggregate amount of $452,519,697.62 has 
been filed for consideration. Of these, 1,378 in the amount of $378,903,677.93 
were withdrawn, found ineligible for favorable recommendation due to noncom- 
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pliance with statutory requirements or criteria established by SDPA, or recom- 
mended unfavorably due to noncompliance with SDPA credit standards. 

A total of 430 applications in the amount of $55,775,250 has been favorably 
recommended by SDPA. Of these, only 38 applications i in the aggregate amount 
of $4,299,100 have been declined by RFC; 36 applications in the amount of $6,- 
133,347 are pending action by RFC; and the remaining 356 applications in the 
amount of $44,798,327 have been approved by RFC and charged to its various 
authorities as follows: 
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Approximately two-thirds of these loans (229 out of 356) were for amounts 
less than $100,000. Eighty-four percent of approved loans has been for amounts 
under $200,000, representing 44 percent of total value of loans approved. The 
smallest loan was for $1,800 and the largest was for $1,275,000. 

The distribution of loans by size is shown in the following tabulation: 


Loans approved by RFC upon SDPA recommendation (through March 27, 1958) 
CLASSIFIED BY SIZE OF LOAN 


Number of loans Value of loans 


Size of loan (thousands) 
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Loans made to companies employing fewer than 100 persons accounted for 83 
percent of the number and 64 percent of the value approved. Only 1 percent of 
the loans was made to companies employing more than 300 employees and these 
accounted for only 4 percent of the value of total approved loans. No loans have 
been approved to companies employing more than 400. 

A distribution of loans by employment size of borrowers is shown in the following 
tabulation: 


Loans approved by RFC upon SDPA recommendation (through Mar. 27, 1953) 


[Classified by employment size of borrower) 





Number of loans 


Value of loans 
Employment size of borrower 


Thousands Percent 





1-99. oe $28, 878 64 
ne... 10, 055 22 
SOME 20. 53,0 Sibaeedliess 4, 265 10 
300-399 a 1, 600 4 

Voie. UE 3 er ae ee 356 | 100 44, 798 100 





The number and dollar value of loans made by RFC on SDPA’s recommenda- 
tion are portrayed graphically in chart 10. There has been an increasing ratio 
of RFC approvals of business-loan applications since the start of the SDPA 
financial-assistance program, indicating the constructive effect of the section 714 
lending authority. 
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CuHart 11 


LOANS APPROVED BY RFC ~ 
UPON SDPA RECOMMENDATION 
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Small Defense Plants Administration. 


SDPA makes special effort to induce commercial banks to participate in pros- 
pective loans. To date, banks have participated in 58 loans totaling $8,006,299.74, 
or 16.29 percent of the total number and 17.2 percent of the amount of loans made. 

Of such participation loans, 43 totaling $5,969,299.74 have been made on an 
‘immediate participation” basis, or 74.1 percent of the number and 74.5 percent 
of the aggregate amount of participation loans made. The remaining 15 loans 
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totaling $2,037,000 have been made on a “deferred participation” basis, or 25,9 
percent of the number and 25.3 percent of the total amount of participatio) 
loans made. 

Of the 43 loans made on an “immediate participation” basis, the banks’ par- 
ticipation has totaled $2,317,124, or 28.9 percent of the aggregate. Of the 15 
loans made on a ‘‘deferred participation” basis, the banks’ participation has 
totaled $925,200, or 39.9 percent of the aggregate. 

The Acting Administrator, in testimony before the Senate Banking and Cur- 
rency Committee in March, pointed out that SDPA can only recommend Joans 
to the RFC; SDPA cannot make loans itself. He listed a number of possible 
ways to improve this situation: (@) authority for SDPA to make direct loans, 
(b) authority to direct RFC or a successor agency to make loans, (c) authorit, 
to insure or guarantee so-called ‘V-loans’’ or other loans made by private banks, 
(d) authority to guarantee loans made by RFC or other Government agencies, 
or (e) a combination of the above. 


V. EQUIPMENT, FACILITIES, AND MATERIALS FOR SMALL PLANTS 


Machinery and equipment assistance 

During the past quarter, SDPA continued to assist small producers and small 
users of machine tools and heavy production equipment. 

SDPA has long-sought modification of the National Production Authority 
machine tool order (M—41) to ease the requirements imposed on small-machine 
tool builders and users. Accordingly, the agency is supporting proposed revi- 
sions of the order now under consideration by NPA. One proposed change is a 
reduction in the number of rigidly restricted tools. Another is the removal of 
controls from machine tools selling for less than $1,000. SDPA believes both 
changes would help small business and increase the supply of machine tools 
available to small manufacturers. 

In order to give full representation to the interests of small users of machine 
tools, SDPA has been negotiating for membership on the Diversion Committee, 
Metalworking Fquipment Division, NPA. This committee determines whether, 
on the basis of defense requirements, scheduled machine-tool deliveries should be 
diverted from the intended receivers to companies which have more urgent need 
for them. Small defense manufacturers have a vital interest in the work of the 
committee. As yet, however, SDPA has not been granted membership on it. 

SDPA has been more successful, however, in its efforts to obtain membership 
on the Allocation Board of the Production Eequipment Central Inventory 
Group—the interagency committee that allocates idle Government-owned ma- 
chine tools to defense contractors. Membership on the committee was granted 
to SDPA March 2. 

Recently, SDPA- proposed to the Acting Director, Office of Defense Mobiliza- 
tion, that responsibility for disposing of surplus Government-owned machine tools 
be assigned to SDPA. The recommendation pointed out that small firms have 
a predominant interest in the disposition of these tools. Although the proposal 
was declined, SDPA hopes that it will receive further consideration as defense 
mobilization planning progresses. 

SDPA also has succeeded in getting permission to sit in as a Government repre- 
sentative on the Used Machinery Dealer’s Industry Advisory Committee, NPA. 
As one of its functions, the committee provides NPA with information on avail- 
able used machine tools, and SDPA uses this information to assist small firms in 
obtaining equipment for defense and defense-supporting purposes. 

SDPA has continued to give direct assistance to small firms in regard to such 
matters as obtaining priority ratings for needed production equipment and locat- 
ing specific machine tools. Some 85 small companies were helped during the 
quarter. 

For example, a Virginia manufacturer who had sought unsuccessfully to obtain 
a lathe and other machine tools turned to SDPA for help. SDPA located the 
needed items for him. 

A small plant in South Dakota was allocated two lathes by the Production 
Equipment Control Inventory Group after SDPA helped it to prepare its applica- 
tion and speeded up action on it. 

A Georgia manufacturer was assisted in obtaining equipment needed to manu- 
facture ammunition boxes. As a result, the firm has been able to double its 
production. 
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Bringing small business into expansion programs 

In each preceding quarterly report, SDPA has documented its efforts to 
increase the small business share of the facilities expansion program, which is 
encouraged by accelerated tax amortization benefits. Despite some progress, 
both in reserving small-business shares of the more recent expansion goals and in 
helping many small-business men to prepare and obtain approval of their appli- 
cations for certificates of necessity, SDPA cannot report success in overcoming 
the disproportionate distribution of certificates to large business. 

As of January 1953, small manufacturing concerns accounted for only 10 
percent of the total value of investments certified under the tax amortization 
rogram, in contrast to an estimated fair share for small business of approxi- 
mately 22 percent. As shown in the table on the following page, in 18 out of 20 
major industry groups in manufacturing, small business received less than its 
proportionate share of certificates of necessity. These data also show that this 
result cannot be entirely explained away by the failure of small firms to apply 
for certificates of necessity. 

In contrast to the 10 percent of approved investment accounted for by small 
manufacturing businesses, denials of applications from such concerns constituted 
23 percent by value of the total denials. These small-business applications, if 
granted, would have raised the small business share to 16 percent. In 8 of the 
18 major industry groups in which small business did not receive its fair share— 
the value of small-business applications denied was great enough had all the ap- 
plications been granted—to have resulted in a fair share for small business. 
In the other 10 industries the value of small-business applications denied also 
constituted significant amounts which, if granted, would have permitted a sub- 
stantially better showing on behalf of small business. 


Small business share of manufacturing investment sponsored by certificates of neces- 
sity and accelerated amortization 


[Amounts in millions of dollars] 





Small 
Authorized) Fstimated fair share Actual games 
Manufacturing program areas _industry for small business ! share | percent of 
| investment authorized 
total 
Amount | Percent Amount Percent 
All manufacturing industries. - | $14, 190.0 22 | $8, 101.0 | 10 6 
Major program areas: 
Primary metals : : ---| $5,210.0 | 18 943.0 | 8 | 3 
Chemicals . 2, 861. 0 25 | 715. 0 | 5 | 3 
Petroleum products 1, 978. 0 | 16 | 316. 0 12 | 1 
Transportation equipment. -- ane 1, 095. 0 10 | 109. 0 | 8 | 3 
Nonelectrical machinery kéled ne 759. 0 35 266. 0 | 29 x 
Paper and allied products_.-..-.. 7 739. 0 35 259. 0 10 | 18 
Electrical machinery - -. : : 473.0 19 | 90. 0 16 | 8 
Stone, clay, and glass 339.0 | 29 | 132. 0 17 | ll 
Fabricated metal products 3 188. 0 | 49 | 92.0 | 33 24 
Textile mill products. 4 154. 0 26 | 40. 0 5 | 32 
Scientific equipment ’ 138. 0 31 43.0 15 | 9 
Rubber products 111.0 14 | 16.0 | 6 5 
Lumber and wood products 64.0 | 81 52.0 27 y 
14, 139. 0 22| 3,073.0 | 
Other program areas: 
Food products 22. 5 | 45 | 10.1 | 15 | 204 
Miscellaneous manufactured items 17.9 | 55 9.8 i0 |} 23 
Printing and publishing 7.7 | 74 | 5.7 33 147 
Furniture and fixtures. ......- 1.7 71 | 1.2 24 229 
Apparel. ....... a 73 | 8 97 928 
Leather and leather products a3 56 2 100 606 
Food products 0) event 
61.2 od PRS bi cucccee anil 


| fad | 


| Fair share’percentages based on percentages of total industry employment reported by firms with fewer 
than 500 employees in industries in which certificates of necessity have been issued. Employment data 
taken from 1947gCensus of Manufactures, classified by 4-digit industry under the Standard Industrial 
Classification 





Sources DPA 
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While it is not likely that all of the denied small business applications were 
valid for the expansion purposes Congress had in mind, it seems clear, from 
SDPA experience in assisting individual small-business men, that not all the 
denials were justified. In many cases, small-business men whose applications 
for certificates had originally been denied have obtained approval of them after 
SDPA representatives have helped in rewriting them. So far, of 167 companies 
which have received SDPA assistance in filing their applications, including many 
companies whose applications had originally been denied, 125 have obtained 
certifications to date. 

It seems fair to conclude, in the light of these facts, that an insufficient effort 
was made by DPA-—NPA to overcome the small-business man’s financial inability 
to hire experts to help with his paperwork. Unfortunately, SDPA arrived on 
the scene too late and with too small a staff to reverse the results by helping 
all small-business men with their applications. Further, without power to 
impose its recommendations, SDPA had to conduct lengthy negotiations with 
DPA-NPA. These took time which could have been better spent in effecting 
basic changes of policy. 

In November 1952 concern over the trend of events in the facilities expansion 
program led the Administrator of SDPA to write to the Defense Production 
Administrator, requesting that three further steps be taken on behalf of small 
business. These were: (1) That SDPA be requested to comment whenever the 
industry divisions of NPA propose to establish a new goal or to extend an estab- 
lished goal; (2) that SDPA be requested to comment officially on the merits of 
certain applications coming before the facilities review board; and (3) that goals 
which had been filled and closed prior to the establishment of a small-business 
share by SDPA be considered open to otherwise qualified small-business appli- 
eants until small-business had achieved a fair share of such expansion programs. 
On February 3, 1953, 71 days later, a reply was received accepting only in part 
items 1 «nd 2, and rejecting item 3. In his reply, the Acting Administrator 
of DPA stated: “We do not believe that procedures permit us to reopen expan- 
sion goals that have been filled and closed to accommodate late applicants 
However, when a reevaluation of an expansion goal is made and adjustment is 
indicated * * * we shall be glad to give consideration to the small-business 
share as proposed in your letter.” 

Although organizational changes in the mobilization agencies and the prospect 
of further ones have precluded negotiations to resolve this impasse, SDPA’s three 
proposals will be pressed as soon as circumstances permit. However, congressional 
adoption of one of the several current tax proposals for the relief of small business 
such as the proposal to allow small business to have accelerated tax amortization 
privileges—would diminish the need to continue negotiations for the reopening of 
expansion goals. 

In any such consideration, it must be emphasized that what would be offered 
small business would be opportunity, not artificial stimulation. Small business 
would be given an opportunity to expand comparable to the opportunity which 
its large business competitors were able to use under the emergency provisions. 

To date, SDPA has been able to set ‘‘small-business shares” for 42 of the 206 
expansion goals announced (see appendix G for Jist of those established during the 
quarter). Those remaining were either filled and closed before opportunity for 
needed expansion could be announced through the ‘‘small-business share’ pro- 
gram or were in industries where SDPA did not believe additional small-business 
applicants could be found. 

Since September 29, 1952, the date on which proper recordkeeping requirements 
were established for individual expansion goals, 942 small-business applications 
(as of March 23, 1953) have been certified under the various goals for investments 
totaling approximately $260 million. 

Materials decontrol 


During the past quarter, the Government decided to terminate the Controlled 
Materials Plan by June 30, 1953, retaining only a Defense Materials System under 
which materials needed for military and Atomic Energy Commission programs 
would be set aside and controls maintained on only a few particularly scarce metals. 
It was further decided to open end the Controlled Materials Plan in the second 
quarter after honoring all outstanding initial allotments. 

This decision was made after all claimant agencies and SDPA had preserted 
their viewpoints on the proposed action to the Office of Defense Mobilization. 
SDPA is gratified that proposals for immediate decontrol were rejected. 
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8 Were Out of its experience in the field of materials control, SDPA believes that small 
ar, from business will be affected by the new defense materials system in the following 
All the manner: 
lications 1. A small company holding a prime or subcontract under a military or AEC 
Pm alter procurement program will be assured the necessary materials to produce under 
mpanies the contract, if manufacturing A products (as cla*sified in the CMP product 
1g Many classification code), or to replace inventory, if manufacturing B products. 
»btained 2. Smail subcontractors below the first tier of military or AEC subcontractors 
} will have difficulty obtaining materials to fulfill their contracts. Past experience 
at effort has shown that the farther down the line the defense producer, the greater his 
nability difficulty in obtaining necessary priority ratings. 
ived 01 3. Concerns which do not have a long-established relationship with the mills 
helping will experience difficulty in obtaining various materials. 
wer to 4. Small-business eoncerns not engaged in defense production but with a long- 
nS with established relationship with the mills should experience only minor difficulty. 
fecting It appears to SDPA that certain shapes of steel, and steel alloys, will remain in 
short supply for months to come. Copper will remain very short during the 
pansion foreseeable future. Aluminum for civilian use will be at about the pre-Korea 
duction level, provided there is no increase in stockpile requirements. As there are many 
of sma new users of aluminum, and many new aluminum products, aluminum probably 
ver the will not be plentiful this year. 
n estal If this estimate of the situation is correct, the need for SDPA’s program of 
erits ol materials assistance to small plants will undoubtedly continue. 
at goals In addition to representing small business at the policy level, SDPA has con- 
DUS: Ness tinued to assist small firms with a wide variety of materials problems. For 
3 appli- example: 
grams A small Minneapolis firm needed 10,000 pounds of aluminum coil. SDPA 
in part helped it to obtain NPA approval of its application for the material, and then 
istrator located a West Virginia supplier who could provide the needed aluminum. As a 
expal result, a shutdown of the Minneapolis plant was averted. 
licant An Idaho foundry and machine works, in need of a good source of specification 
nent is aluminum ingot, was directed by SDPA to a small-business firm in Seattle, which 
usiness supplied the required material. 

The New York regional office was asked to assist a defense contractor in obtain- 
rospect ing nickel-bearing stainless steel. Although specifications did not call for this 
8 three type of metal, certain of its physical characteristes were necessary in the finished 
ssional item. The contractor was referred to the engineering research department of a 
eee steel company, which recommended a satisfactory and easily obtainable substitute 
IZAb1O 
ningot | VI. FIELD OPERATIONS 
offered SDPA continued to strengthen its field organization during the quarter, thus 
usiness providing one-stop service to many additional small-business men. 

which Field representatives were assigned to Cincinnati, Ohio; Oklahoma City, Okla.; 
visions Davenport, Iowa; Houston, Tex.; and Birmingham, Ala., thus adding to the 
he 206 effectiveness of SDPA’s 13 regional offices. (List of offices is printed in appendix 
ing the H.) 

ity for The development of an efficient on-the-spot operation through regional offices 
”? pro- and field representatives in key industrial centers helped make possible a 15 
usiness percent reduction in the staff of the national office in Washington. 

As previous quarterly reports have pointed out, SDPA has for over a year been 
»ments decentralizing its functions as rapidly as competent personnel could be employed 
rations in the field, convenient to the small-business man. 
bments During the last 3 months there was a notable increase in field office workloads: 

In the month of January alone the field offices handled 26,167 separate inquiries 


or actions—about 25 percent of the total workload for the full year of 1952. 


Regional offices perform a multiplicity of duties in carrying out the programs 


trolled assigned to SDPA by Congress. Field officials work closely with SDPA regional 
under and State advisory boards of small-business men, who supply practical advice to 
grams the agency and help carry out its programs. 
netals. In comparatively remote areas, such as Idaho, State advisory boards keep 
second small-business men informed of SDPA services available and help channel requests 
for assistance to regional offices. In the case of the Idaho board, which meets 
‘er-ted regularly at Boise, board members telephone the regional office in Seattle when 
ation. particularly pressing problems arise, and, if necessary, an SDPA specialist flies to 


Boise in a matter of hours. 


83869-—53—-—29 
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Advisory board members serve without compensation. They continuous; 
study SDPA programs and make recommendations to the administrator. More 
or less typical of advisory board organization is the board for southern California. 
It has four major committees: Executive committee, financial assistance commit - 
tee, prime contract assistance committee, and subcontract assistance committee. 


VII. PRODUCTION AND MANAGEMENT ASSISTANCE 


SDPA’s production and management assistance program, under which small! 
businesses receive information and counsel in solving engineering and management 
problems, is based on that section of the Defense Production Act which directs 
SDPA ‘‘to provide technical and managerial aids to small-business concerns.’’ 

Technical assistance, supplied by the ageney’s staff engineers, includes, among 
other things, inspection of small plants under consideration for subeontract work 
for SDPA as prime contractor, for a certificate of competency, or for a loan 
The engineers also keep check on the performance of such plants and give whatever 
production assistance is necessary. 

Staff engineers perform a number of other miscellaneous functions, such as 
surveying plants in surplus labor areas to determine what work they can per- 
form, surveying production pools to determine what types of procurement they 
can perform and helping them get such work, and supervising the maintenance 
of an industrial facilities inventory. 

The management service includes pulbication of helpful leaflets, called Manage- 
ment Aids for Small Business and Technical Aids for Small Business, and main- 
tenance of a production advisory service, which provides practical answers to 
individual small-business men’s management and shop-operating problems. 

During the past year, SDPA has distributed 400,000 copies of management and 
technical aid leaflets upon the request of small manufacturers and those working 
with them. Some 24 different current subjects are covered in the management 
and 21 shop problems in the technical aid series. 

The distribution is much greater than the above figure suggests because many 
trade associations, business papers, State industrial commissions, State employ- 
ment offices and others reproduce and redistribute appropriate material at no 
cost to the Government. 

During the quarter, six management aids were released. Their titles are: 
Two Dozen Ideas for Effective Administration, Reducing Aecident Costs Through 
Safe Work Methods, Business Insurance—III, Developing Foremen in Smaller 
Plants, Budgeting in the Small Plant and Improving Shipping Room Operations 
in Small Plants. 

Over the past 3 months 5 technical aids were issued. The scope of their 
subjects range from Taps and Dies, Surfact Cleaning Techniques, Care and 
Maintenance of Grinding Wheels and Maintenance of Power Hand Tools to 
Surface Finishing Techniques—I. 

A series of 17 pamphlets written for SDPA by experts in their respective manage- 
ment fields, and obtainable from the Superintendent of Documents at a reasonable 
price, is being prepared on subjects of current concern to small manufacturers. 
The first two, Employee Suggestion Systems and One Hundred and Fifty Ques- 
tions for a Prospective Manufacturer, have been issued. Others at the Govern- 
ment Printing Office are: Human Relations in Small Industry and Improving 
Materials Handling in Small Plants. Two more are about ready for printing: 
How Public Accounting Firms Save Small Manufacturers and Executive Devel- 
opment in Small Plants 

Fach field office of SDPA has a complete file of all these publications for dis- 
tribution and counseling. Since the field personnel are experienced in the opera- 
tion of small manufacturing plants, they are in a position to answer Many Manage- 
ment and shop operating problems from their individual or collective experience 
and knowledge. If not, they refer the problem to the Washington office where 
appropriate information will be assembled and promptly returned. Use of this 
production advisory service is spreading as it becomes better known. 

In a cooperative program with a western office of Air Materiel Command, copies 
of management leaflets and pamphlets are supplied the Command office for re- 
distribution by contract officers as they eall upon their contractors and sub- 
contractors. In this manner accurate and current management and technical 
information is furnished Government contractors on subjects of immediate value. 
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1u0U VIII. A REALISTIC DEFINITION OF SMALL BUSINESS 
More 
fore ' In carrying out the general congressional policy of protecting and preserving 
ymmit. small business, it is essential to know below what size, in each industry and line 
mitte of trade, business concerns may properly be regarded as small. The inadequacy 
of the widely used definition of small business concerns as those employing fewer 
than 500 persons was diseussed in the fourth quarterly report and the nature of 
the substitute developed by SDPA in the form of a set of varying employment 
small size standards for manufacturing industries was explained. In January these 
rement proposed standards were circulated for comment to about 1,000 manufacturers’ 
directs associations and similarly interested organizations (see letter, appendix I). 
erns Discussions were begun with other Federal agencies whose cooperation will be 
among necessary in putting the new standards into general use. 
bt wor The comments received from business sources, although relatively few in num- 
| loar ber, have been generally favorable, as to both the purpose of the new standards 
ate vi and the standards assigned to particular industries. In the case of the 15 specific 
size standards and their application to particular industries, the comments were 
ich a about equally divided between agreement and suggestions for moderate change. 
n per The standards are, of course, subject to adjustment in light of current suggestions 
t the and experience as well. 
nance These size standards have been developed for manufacturing industries. They 
represent a revision of an earlier set, published in 1951 by the Department of 
nage Commerce, which SDPA used as a guide in the early stages of its program. The 
mair standards are taken into consideration in each of the programs for which SDPA 
ers to is solely responsible, namely, recommending loan applications to the RFC, certi- 
| fying the competency of small-business concerns to perform Government con- 
it and tracts, and forming small-business production pools. 
rking In the case of Government procurement, adoption of the new standards entails 
ment substantial changes in procurement operations and in certain paperwork and 
recordkeeping. Until these can be satisfactorily worked out it is necessary to 
many abide by the old uniform standard of 500, unsatisfactory as it is. A further 
iploy factor which has delayed the adoption of the new standards for procurement is 
at no the need to include with the manufacturing standards a comparable set for dis- 
tributors, who in many lines of procurement compete with manufacturers, Dur- 
} are ing the past quarter a tentative and much simpler set of standards has been 
rough developed for distributors, expressed in terms not of employment, but of annual 
naller net sales. It is hoped that during the coming quarter all the practical steps 
tions necessary for the adoption of both sets of standards can be taken, so that the 
procurenent agencies of the Federal Government, as well as SDPA, may know 
their that their small-business programs are geared effectively to achievement of the 
and objectives set forth by Congress. 
Is Lo 
nage- ApPpENDIx A 
able 
rera ESTABLISHMENT OF JOINT DETERMINATION COMMITTEE FOR VETERANS’ 
Jues- ADMINISTRATION PROCUREMENT FOR AND IN EXCESS OF $25,000 
sin : 1. It is erreed thet the Veterans’ Administration and the Small Defense Plants 
on Ac ministretion will coopere.te in rendering joint determinetions relative to 
andl ewerding incivic uel \ eterens’ Administration Procurement contracts for and in 
excess of $25,000 to small business in the interests of mobilizing the Nation’s full 
dis- I roductive cepecity. ; 
ald, _2. To m-ke the yrogrem operetive a committee entitled “Joint Determination 
pe Committee”’ ard hereinefter referred to es the ‘““Committee”’ is established, seid 
mee: Committee being euthorized to meke for such individual Veterans’ Administra- 
- tion rrecuremert ® joint determinetion by majority vote 2s to whether, in the 
this interests of mobilizing the Netion’s full productive capecity, seid procurement is 
vhis ® y roy er rroject for smell business end be so awarded on thet besis. Such deter- 
ules minetion heving been mede, it shell be binding on both agencies subject only to 
review by the Committee *s constituted at the time the determination was made. 
na The Committee is not euthorized to approve ex} enditures in excess of the lowest 
inal hid on Sr ecificetic ns received in resp nse to the } ertinent inv itetion to bid. The 
on Committee shell meet et the place end time designated by the Chairman. 


3. The Committee shell be constituted thus: 
(a) Cheirmen, permenent, eppointed by the Chief, Procurement Division, 
Veterans’ Administration, shall be, ex officio, part of all deliberations of the Com- 
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mittee, sine voce, except that should the Veterans’ Administration and the Sma]! 
Defense Plants Administration members fail to agree, the Chairman shall ecest 
the deciding vote, which vote shall be cest neutrally rather than from the interests 
of either agency. The Chairman shall be the executive and administrative 
member of the Committee. The Chairman may designate an alternate who, in 
the absence of the Chairman, will exercise the full responsibilities and authorities 
of the Chairman. 

(b) Small Defense Plants Administration member, permanent, appointed by 
the Administrator for Small Defense Plants Administration shall study the 
elements of each Veterans’ Administration procurement transaction in the light 
of the mission of Small Defense Plants Administration and having done so cest 
his vote accordingly. The permanent member may designate an alternate who 
shall be authorized to sit in lieu of the permanent member and shall exercise the 
full responsibilities and authorities of the permanent member. 

(c) Veterans’ Administration member shall be the Chief of the Commodity 
Section making the procurement or other person designated by the Chief, Procure- 
ment Division. The Veterans’ Administration member shall study the elements 
of the particular procurement transaction in the light of the mission of the 
Veterans’ Administration and having done so, cest his vote accordingly. 

4. Record of the proceedings and determinations of the Committee will be 
maintained in the ‘‘register of proceedings and determinations” by the Chairman. 
Minutes of meetings will not be recorded except that (a) should a member request 
that a particular remark or fact be a matter of record, and (b) should an adminis- 
trative action be taken by the Committee, such remark, fact or action will be 
entered in the register as part of the determination to which it pertains. Eaeh 
individual determination shall be signed by each member showing how he voted 
and shall be entered in the register at the time the determination is signed by the 
Chairman. Information as to each determination will be forwarded to the proper 
purchasing agent in writing. 


Procedures 


5. All purchase authorizations and requisitions will be received in and processed 
by the Procurement Division as currently prescribed except that the carbon copy 
of the document will be forwarded to the Chairman of the Joint Determination 
Committee and presented by him to the Committee at its next subsequent meeting 
for joint determination. The determination having been made it will be noted 
by the Chairman on the document and forwarded through the Chief, Procurement 
Division in normal procedures to the Purchasing Section. 

6. When the determination does not indicate that the procurement is a project 
for small business, the procurement of the item shall be in accordance with 
Revised Statutes 3709. 

7. When the joint determination indicates that the procurement is a project 
for small business, the procurement is considered to be an exception to the 
mandatory competition provision of Revised Statutes 3709. However, for the 
protection of all concerned, the provisions of Revised Statutes 3709 are made 
applicable by administrative decision of the Veterans’ Administration. When 
the joint determination indicates a project for small business and competitive 
bidding is desirable, the invitation will contain the following clause—‘‘Small 
Defense Plants Administration and the Veterans’ Administration have jointly 
determined that, in the interests of mobilizing the Nation’s full productive 
capacity, the procurement of the supplies listed herein is suitable of performance 
by small business. Award will be made to the small-business bidder submitting 
the lowest bid on specifications provided that, however, if said small-business 
bid is not the lowest bid on specifications and said small-business bidder refuse 
to match the lowest bid on specifications, the award will be made to the lowest 
bidder on specifications. This determination is not restrictive as to any firm’s 
prerogative to submit a bid.’”’” When the bids have been opened and abstracted 
and a small-business firm is the lowest bidder on specifications, or should there 
be no bids from small business, the purchasing agent shall make the award in 
accordance with present procedures without further reference to the Committee 
except notice to the Committee in writing. If the lowest bidder on specifications 
is not from small business, the purchasing agent will offer to the lowest small- 
business bidder on specifications the opportunity to match the lowest bid on 
specifications and if offer is accepted, make the award to said small-business 
bidder without further reference to the Committee, except notice to the Committee 
in writing. Note of the action should be included on form 1036; if the offer is 
rejected and the purchasing agent deems it advisable, he may give the second 
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lowest bid from small business the opportunity to match the lowest bid on 
specifications. Both offers being rejected, the award will be made to the lowest 
bidder on specifications. 

8. When a tie bid exists in the bids of small business and the tie bid is the 
lowest or second lowest bid on specifications from small business, the tie will be 
resolved by the drawing of lots and the bidders involved will be offered in turn, 
as decided by the drawing, the opportunity to match the lowest bid on specifi- 
cations. The award will be made to the first such bidder accepting the offer. 


ApPpENDIXx B 
CERTIFICATES OF COMPETENCY ISSUED FROM JAN. 1, 1953, THROUGH MAR, 27, 1953 


1. Wood Specialty Manufacturing Co., Suwanee, Ga.: Certificate issued Janu- 
ary 5, 1953, for the production of 138,000 ammunition boxes in total amount of 
$240,120. Contract awarded. 

2. Archer Rubber Co., Milford, Mass.: Certificate issued January 26, 1953, for 
the manufacture of 75,000 synthetic-rubber-coated raincoats in total amount of 
$372,750. Contract not awarded. 

3. Antico Manufacturing Co., Inc., Brooklyn, N. Y.: Certificate issued Janu- 
ary 22, 1953, for 25,000 distributor caps and 100,000 distributor rotors at a total 
cost of $56,000. Contract awarded. 

4. Tycoon Tackle, Inc., Miami, Fla.: Certificate issued January 16, 1953, for 
production of 10,070 units combination bomb racks and roeket launchers totaling 
$1,226,979.58. Contract awarded. 

5. Washington Industrial Products, Inc., Seattle, Wash.: Certificate issued 
January 23, 1953, for production of 34 proof boxes, cabinet type; and 30 cabinets, 
bread and pastry storage, stainless steel, in total amount of $69,375.60. Contract 
awarded. 

6. Illinois Manufacturers Defense Pool, Inc., Chicago, Ill.: Certificate issued 
January 28, 1953, for production of release, torpedo nose cap, aero 1A, in total 
amount of $13,846.16. Contract awarded. 

7. Merit Enterprises, Brooklyn, N. Y.: Certificate issued January 30, 1953, for 
150,000 units fin-lock nut assembly on M1, M2, and M3, in total amount of 
$225,000. Contract awarded. 

8. Valley Woolen Mills, Inc., Homer, N. Y.: Certificate issued February 3, 
1953, for the production of 20,000 white woolen blankets in total amount of 
$216,000. Contract awarded. 

9. William Y. Borresen, Jr., Co., Philadelphia, Pa.: Certificate issued February 
20, 1953, to provide engineering and materials necessary to design, furnish and 
install in Building 48, Frankford Arsenal, a completely automatic system for 
phosphatizing of shell components formed during the process of cold extrusion, 
in total amount of $145,093.57. Contract awarded. 

10. S. D. Hicks & Son Co., Boston, Mass.: Certificate issued February 19, 1953 
(amended February 20, 1953), for metal parts assemblies for JATO 2.4 ES in total 
amount of $293,322. Contract awarded. 

11. Tremer Manufacturing Co., Bel Air, Md.: Certificate issued February 19, 
1953, for counterpoise-type antenna in total amount of $44,169.84. Contract 
awarded. 

12. Frasca Machine Works, Inc., Norwood, N. J.: Certificate issued March 
6, 1953, for 220,000 rod followers in total amount of $41,140. Contract not 
awarded. 

13. Akeley Camera & Instrument Corp., New York, N. Y.: Certificate issued 
March 5, 1953, for production of 100 sockets, 200 indicators, and special tooling 
for indicators, in total amount of $111,489. Contract awarded. 

14. Blue Ribbon Textile Corp., Pawtucket, R. I.: Certificate issued Febru- 
ary 26, 1953, for production of 2,200,000 yards of 1%-inch type 2A webbing in 
total amount of $143,660. Contract awarded. 

15. Bundy Electronics Corp., Newark, N. J.: Certificate issued March 6, 
1953, for cable assembly, domestic and export packing, in total amount of 
$2,183.88. Contract awarded. 

16. Coneord Supplies & Equipment Corp., New York, N. Y.: Certificate 
issued March 10, 1953, for production of 318,000 strap carriers in total amount 
of $56,476.80. Contract awarded. 
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17. Archer Rubber Co., Milford, Mass.: Certificate issued March 12,1953, for 
the production of 125,000 synthetic-rubber-coated raincoats, in total amount 
of $611,250. Contract awarded. 

18. Oxygen Equipment & Service Co., Chicago, IIl.: Certificate isswed March 
13, 1953, for production of 72 regulators, 60 regulators ‘with adapter, and 36 
hoods, in total amount of $3,319.20. 

19, Christopher Manufacturing Co., New York, N. Y.: Certificate issued 
March 13, 1953, for production of 400 metal caps and 600 metal plugs in total 
amount of $1,650. Contract awarded. 

20. The Branford Engineering Co., Branford, Conn.: Certificate issued March 
17, 1953, for production of cable and receptacle assemblies in total amount of 
$7,548.49. 

21. Burton Manufacturing Co., Inc., New York, N. Y.: Certificate issued 
March 16, 1953, for manufacture of pajama coats and trousers, 568,800 units, in 
total amount of $915,730.64. Contract awarded. 

22. Electro Plastic Fabrics, Inc., Pulaski, Va.: Certificate issued March 18, 
1953, for production of 409,968 lightweight ponchos with hood in total amount 
of $2,380,381.84. Contract awarded. 

23. Braeburn Mfg. Co., Lowell, Mass.: Certificate issued March 19, 1953, for 
production of 40,000 cotton overcoats with removable wool liners in total amount 
of $326,000. 

24. Chase Chemical Co., Newark, N. J.: Certificate issued March 24, 1953, 
for 4,660,800 bottles, 300,000 units each, of Procaine Penicillin-G in total amount 
of $279,648. 

25. Bishop Manufacturing Co., Carlisle, Iowa: Certificate issued March 26, 
1953, for the manufacture of 180 500-barrel steel water tanks in total amount 
of $348,753.60. 


Cumulative record of acticns through Mar. 27, 1953 






Number | Value 
Applications received 107 |$84, 626, 155. ¢ 
Certificates of competency issued P 71 | 50, 357, 
Applications declined and ineligible | 21 | 20, 510, 964.1 
Applications withdrawn 11 | 10,338, 781. ¢ 
Certified firms received contracts 57 41, 875, 448. 06 


APPENDIX C 
PRIME CONTRACTS TAKEN BY SDPA AND SUBCONTRACTED TO SMALL CONCERNS 


The following prime contracts have been undertaken by SDPA in the manner 
indicated: 

1. Contract No. DA-—20-113-ORD-10017 calling for the production of 13,000 
machinegun mounts for Army Ordnance at a total contract price of $863,460. 
This contract was undertaken by SDPA on January 15, 1953, and subcontracted 
to American Steel Fabricators, Altoona, Pa. 

2. Contract No. DA-—11—009—-QM-—19608 calling for the production of 23,000 
immersion heaters for Army Quartermaster at a total contract price of $343,160. 
This contract was undertaken by SDPA on April 6, 1953, and subcontracted to 
Northern Steel & Stoker Corp. of Peoria, IIl. 





APPENDIX D 


JOINT MEMORANDUM OF THE ATOMIC ENERGY COMMISSION AND THE SMALL DEFENSE 
PLANTS ADMINISTRATION 


Purpose.—The purpose of this memorandum is to establish an agreement 
between the Atomic Energy Commission and the Small Defense Plants Adminis- 
tration which will provide a basis for cooperation to further both the AEC small- 
business program and the objectives of section 714 of the Defense Production 
Act (Public Law 429, 82d Cong.) in connection with procurement by the Commis- 
sion and its cost-type contractors. 
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Background.—Representatives of SDPA visited several AEC operations and 
contractor offices to examine at first hand the individual characteristics of the 
AEC organization and operation. Both agencies recognize that the majority of 
AEC prime contract procurement dollars are not suitable for small business since 
they involve contracts for the construction of large plants, the operation of these 
plants, and the purchase of equipment which is unsuitable for small business. 
It is evident that the principal opportunity for AEC and SDPA to cooperate with 
respect to small business is related to procurement by AEC’s cost-type contractors. 
AEC and SDPA recognize further that this opportunity is subject to several limit- 
ing factors. Procurement relative to plant construction, for example, generally 
requires very rapid processing with the result that little time is available to discover 
and suggest the participation of small-business concerns other than those 
previously located through the AEC small business program. Procurement for 
plant operation, on the other hand, while not requiring such rapid processing, 
involves only a limited number of procurement dollars. It would appear at this 
time that the most practicable and effective means of cooperation is through 
exchanges of information which will be useful and helpful to small business. 
There will be periodic reviews, however, to determine whether modifications are 
warranted and practicable. 

Agreement.—The Atomic Energy Commission and the Small Defense Plants 
Administration will establish and maintain liaison between AEC operations 
offices and their cost-type contractors and appropriate SDPA regional offices for 
exchanges of information regarding AEC procurement opportunities, suggestions 
of qualified small business concerns and other appropriate matters. 

(a) Establishment of liaison: The respective SDPA regional directors, who have 
not already done so, will establish and maintain liaison with the AEC operations 
office or offices within their regions. In exceptional cases, liaison between other 
combinations of AEC and SDPA offices may be authorized in Washington. It is 
not contemplated, however, that liaison will be effected by stationing SDPA 
personnel in AEC operations offices or the offices of cost-type contractors. 

(b) Liaison procedures: Detailed procedures for carrying out the exchange of 
information required by this memorandum will be jointly developed, maintained, 
and modified as experience suggests by each combination of SDPA regional and 
AEC operations offices maintaining liaisons. 

(c) Exchanges of information: AEC operations offices will provide or arrange 
for the provision of information to SDPA regional offices regarding appropriate 
procurement opportunities of both operations offices and cost-type contractors 
which are suitable for small business. In turn, SDPA regional offices will suggest 
the names of qualified small-business concerns. The information will be in such 
form and will be transmitted by such means and with such frequency as seems 
most practicable to the personnel engaged in the exchange of information. These 
exchanges are not to be confined, however, to procurement information and sugges- 
tions of qualified small-business concerns. SDPA’s programs include loans, cer- 
tificates of competency, and technical and management assistance to small-business 
concerns. These programs and others may provide the bases for interagency 
cooperation both in Washington and in the field. 

(d) AEC contractors in several SDPA regions: Where an AEC operations office 
and its contractors are located in different SDPA regions, the operations office 
will arrange for the transmission of contractor procurement information to the 
SDPA regional office serving the region in which the contractor is located. 

(e) Time factor in procurement: It is anticipated that in some circumstaness, 
the time available for the submission of bids may be too short for some small- 
business concerns suggested by SDPA to participate. This will be true most 
often where the procurements are related to construction. In these circumstances, 
qualified small-business concerns which are unable to participate will be added to 
bidders’ lists and invited to participate in subsequent procurements. 

(f) Security clearances: Where Q security clearances are necessary to carry out 
the purpose of this agreement, requests for such clearances will be submitted to 
the appropriate AEC operations office. 

(g) Appropriate procurement opportunities: Procurements termed appropriate 
for the purposes of this memorandum will not include those to be made from 
Government sources, those that security requirements will not permit to be pub- 
licly disclosed, those where the urgency is too great to permit broad solicitation 
of bids, and those involving the purchase of ore. 
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Certificates of competency 


Section 714 (e) (6) and (f) (1) of the Defense Production Act, as amended, pro- 
vides that SDPA may certify the competency of a small-business concern or group 
of such concerns with respect to capacity and credit, and that procurement officials 
are directed to accept such certification as conclusive. In cases in which a small- 
business concern would receive an AEC prime contract except for doubts as to its 
capacity or credit, AEC procurement officials will call upon SDPA to make the 
necessary investigation and, if appropriate, issue a certificate of competency 
AEC procurement officials will also inform AEC prime contractors that, if they 
wish, they may also call upon SDPA to perform similar services with respect to 
potential small subcontractors in cases of similar doubts as to capacity or credit 
with respect to subcontractors, however, such certifications have no statutory 
basis but may nevertheless be useful to prime contractors in appropriate cases. 





APPENDIX E 
LIST OF LOANS APPROVED THROUGH MARCH 27, 1953 NOT PREVIOUSLY LISTED 


1. Friedman & Belack, Inc., Philadelphia, Pa.: Amount of loan, $55,500 
purpose, to finance expansion of facilities for the packing and wholesaling of meat 
approved, November 20, 1952, under section 714 of the Defense Production Act 

2. Rountree-Hunter Lumber Co., Fitzgerald, Ga.: Amount of Loan, $100,000 
purpose, to provide working capital for the purchase of timber; approved, January 
5, 1953, under section 4 (a) of the RFC Act. 

3. Garreau & Co., Newport, R. I.: Amount of loan, $150,000; purpose, to retire 
indebtedness and provide working capital for the defense production of parts for 
weapons; approved, January 8, 1953, under section 714 of the Defense Production 
Act. 

4. W. W. Venable, doing business as Cornland Plant Foods, Grinnell, Iowa: 
Amount of loan, $74,000; purpose, to finance expansion of buildings, acquire new 
machinery and retire debt on land occupied by applicant. Loan will increase 
production of fertilizer said to be in short supply in this area. Loan approved, 
January 8, 1953 under section 4 (a) of the RFC Act. 

5. Sheffield Concrete Block Co., Sheffield, Ala.: Amount of loan, $36,000; 
purpose, to provide working capital for the manjufacture of concrete and for debt 
retirement; approved, January 12, 1953 under section 714 of the Defense Produc- 
tion Act. 

6. Hanlon & Wilson Co., Wilkinsburg, Pa.: Amount of Loan, $375,000; pur- 
pose, to provide working capital for manufacture of railroad singal bonds, aircraft 
heat exchangers, exhaust manifolds, and ammunition boxes and for debt retire- 
ment and expansion of facilities; approved January 12, 1953, under section 4 (a) 
of the RFC Act. 


7. Dakin Manufacturing Co., Chicago, Ill.: Amount of loan, $100,000; purpose, 
to provide working capital for two Ordnance contracts; approved, January 15, 
1953, under section 302 of the Defense Production Act. 

8. Hazelton Engineering Co., St. Louis, Mo.: Amount of Loan, $347,850; pur- 
pose, to finance the acquisition of facilities and provide working capital for the 
manufacture of shell cases and barbed wire posts for military use; approved, 
January 15, 1953 under section 302 of the Defense Production Act. 

9. Lecenter Alfalfa Dehydrating Co., Lecenter, Minn.: Amount of loan, $26,000; 
purpose, to finance the acquisition of facilities for dehydrating alfalfa for stock 
feeds; approved, January 16, 1953 under section 4 (a) of the RFC Act. 

10. Johnston Crowder Manufacturing Co., Inc., Birmingham, Ala.: Amount of 
loan, $79,000; purpose, to provide working capital to complete two contracts with 
Army Ordnance for production of rifle assemblies—entirely defense work; ap- 
proved, January 19, 1953, under section 302 of the Defense Production Act. 

11. Scherer Freight Lines, Inc., Ottawa, Ill.:; Amount of loan, $350,000; 
purpose, to finance acquisition of facilities by common carrier for transporting 
items necessary to national defense; approved, January 19, 1953, under section 
4 (a) of the RFC Act. 

12. The Instruments Corp., Baltimore, Md.: Amount of loan, $125,000; 
purpose, to provide working capital for processing of Government contracts 
connected with national defense; approved, January 19, 1953, under section 
4 (a) of the RFC Act 

13. Lonnie L. Hillman & L. D. Hillman, doing business as Veterans Polishing 
and Plating Shop, San Francisco, Calif.: Amount of loan, $6,000; purpose, to 
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finance acquisition of facilities by veteran engaged in subcontract work for 
Government defense contractors; approved, January 19, 1953, under section 714 
of the Defense Production Act. 

14. Watson Feed Co., Greensboro, N. C.: Amount of loan, $45,000; purpose, 
to provide working capital for the production of essential civilian foods; approved, 
January 22, 1953, under section 714 of the Defense Production Act. 

15. Hub City Specialty Co., Inc., Jackson, Tenn.: Amount of loan, $50,000; 
purpose, to finance the acquisition of equipment and to provide working capital 
for the manufacture of ammunition boxes for military use; approved, January 22, 
1953, under section 714 of the Defense Production Act. 

16. Fox Brothers Manufacturing Co., St. Louis, Mo.: Amount of loan, $250,000; 
purpose, to finance the acquisition of facilities for the manufacture of fire doors 
for military installations and preservative treatment on lumber for ships; approved, 
March 12, 1953, under section 4 (a) of the Defense Production Act. 

17. Glendal F. Felton, Jack P Felton and Velda A. Felton, doing business as 
EE. H. Felton & Co., Indianola, Iowa: Amount of loan, $85,000; purpose, to pro- 
vide working capital for the manufacture and distribution of live stock feed and 
for the operation of grain elevator service; approved, January 26, 1953, under 
section 4 (a) of the RFC Act. 

18. G. G. Greene Manufacturing Co., Warren, Pa.: Amount of loan, $300,000; 
purpose, to provide working capital for the production and delivery of wire-rope 
clips, tent poles and metallic belts for the Army and Navy; approved, January 
26, 1953, under section 4 (a) of the RFC Act. 

19. Benson-Lehner Corp., Los Angeles, Calif.: Amount of loan, $187,000; 
purpose, to finance the acquisition of equipment for the research and development 
of specialized electronic devices to read, correct and evaluate information re 
guided missile program; approved, January 26, 1953, under section 302 of the 
Defense Production Act. 

20. Tech Laboratories, Inc., Palisades Park, N. J.: Amount of loan, $165,000; 
purpose, to finance the expansion of facilities for the production of specialized 
electronic devices under defense contracts (Signal Corps); approved, January 26, 
1953, under section 4 (a) of the RFC Act. 

21. Color Reproduction Co., Hollywood, Calif.: Amount of loan, $40,000; 
purpose, to finance the acquisition of equipment for the duplication of colored 
film for industrial and aircraft training purposes; approved, February 2, 1953, 
under section 714 of the Defense Production Act. 

22. Feldco Loose Leaf Corp., Chicago, Ill.: Amount of loan, $150,000; purpose, 
to provide working capital for the manufacture of essential civilian stationery 
items and to retire mortgage; approved January 29, 1953 under section 4 (a) of 
the RFC Act. 

23. Roark Printing Co., Inc., Texarkana, Tex.: Amount of loan, $15,000; 
purpose; to finance the acquisition of equipment and to provide working capital 
principally to supply printing requirements for local defense installations; ap- 
proved, January 29, 1953, under section 4 (a) of the RFC Act. 

24. Precision Equipment Co., Inc., Torrance, Calif.: Amount of loan, $75,000; 
purpose, to finance the acquisition of additional equipment, retire equipment 
contracts, and provide working capital for the manufacture of parts for guided 
missiles, jet engines, and atomic-energy developments; approved, January 29, 
1953, under section 4 (a) of the RFC Act. 

25. General Products Corp., Union Springs, N. Y.: Amount of loan, $170,000; 
purpose, to finance the acquisition of facilities and to provide working capital for 
the manufacture of plastic parts for transportation equipment and Navy rockets; 
approved, February 2, 1953, under section 714 of the Defense Production Act. 

26. Franco-Italian Packing Co., Terminal Island, Calif.: Amount of loan, 
$150,000; purpose, to provide working capital for the packing of foods for military 
and civilian use; approved February 5, 1953 under section 4 (a) of the RFC Act. 

27. Mid-Georgia Natural Gas Co., Conyers, Ga.: Amount of loan, $250,000; 
purpose, to finance new facilities for the distribution of natural gas for industrial 
and essential civilian use; approved February 5, 1953 under section 4 (a) of the 
RFC Act. 

28. Hub City Structural Steel Co., Colton, Calif.: Amount of loan, $50,000; 
purpose, to provide working capital for the fabrication and erection of structural 
steel for defense and essential civilian purposes; approved, February 9, 1953, 
under section 4 (a) of the RFC Act. 

29. Buxbaum Co., Canton, Ohio: Amount of loan, $175,000; purpose, to 
finance the acquisition of new facilities for the manufacture of rubber items for 
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military and essential civilian use; approved, February 9, 1953, under section 714 
of the Defense Production Act. 

30. Portland Copper & Tank Works, Inc., South Portland, Maine: Amount of 
loan, $600,000; purpose, to provide working eapital for the manufacture of jet 
engine parts; approved, February 12, 1953, under section 4 (a) of the RFC Act. 

31. Union Fishermen’s Cooperative Packing Co., Astoria, Oreg.: Amount. of 
loan, $125,000; purpose, to provide working capital for the canning of tuna: 
approved, February 12, 1953, under section 4 (a) of the RFC Act. 

32. Carson Sheet Metal Works, Inc., Helena, Mont.: Amount of loan, $30,000: 
purpose, to finance the acquisition of equipment and to provide working capital 
for the installation of heating equipment and roofing on defense projects; approved, 
February 16, 1953 under section 714 of the Defense Production Act. 

33. Hagara & Snell, Aberdeen, Wash.: Amount of loan, $85,000; purpose, to 
finance the acquisition of equipment and to provide working capital for the pur- 
pose of supplying ready-mix eoncrete for essential civilian uses; approved, Feb- 
ruary 16, 1953, under section 714 of the Defense Production Act. 

34. Neomatic, Inc., Los Angeles, Calif.: Amount of loan, $85,000; purpose, to 
finance the acquisition of equipment and provide working capital for the manu- 
facture of electric relays for defense purposes; approved, Rebruscy 16, 1953, 
under section 714 of the Defense Production Act. 

35. Vulean Asphalt Refining Co., Cordova, Ala.: Amount of loan, $96,100: 
purpose, to finance the acquisition of equipment and to provide working capital 
for the production of petroleum products; approved, February 19, 1953, under 


= 


section 714 of the Defense Production Act. 

36. South Coast Lumber Co., Brookings, Oreg.: Amount of loan, $75,000: 
purpose, to finance the acquisition of facilities for the production of lumber; 
approved, February 19, 1953, under section 4 (a) of the RFC Act. 

37. Polston Flooring Manufacturing Co., LaFayette, Tenn.: Amount of loan, 
$150,000; purpose, to retire bank loan and provide working capital for the pro- 
duction of flooring essential to the construction industry; approved, February 19, 
1953, under section 4 (a) of the RFC Act. 

38. Marietta Tool & Engineering Co., Marietta, Ga.: Amount of loan, $45,000; 
purpose, to finance the acquisition of equipment for the manufacture of tools, 
dies, jigs, and fixtures for use by the aircraft industry; approved, February 19, 
1953, under section 714 of the Defense Production Act. 

39. Hood Lumber Co., Hermanville, Miss.: Amount of loan, $85,000; purpose, 
to retire mortgage and provide working capital for the production of lumber; 
approved, February 19, 1953, under section 4 (a) of the RFC Act. 

10. Fogarty Bros. Lumber Co., Missoula, Mont.: Amount of loan, $25,000; 
purpose, to finance the acquisition of facilities for the production of lumber; 
approved, February 19, 1958, under section 714 of the Defense Production Act; 

41. Oxwell, Ines, Wellington, Kans.: Amount of loan, $60,000; purpose, to 
finance the acquisition of facilities and to provide working capital for the fabrica- 
tion of metal parts for aireraft; approved, February 24, 1953, under section 4 (a) 
of the RFC Act. 

42. Snocraft, Ine., Norway, Maine: Amount of loan, $65,000; purpose, to 
provide working capital for the manufacture of snowshoes for the Army; approved, 
February 26, 1953, under section 302 of the Defense Production Act. 

43. Nuera Gear Co., Rochester, Mich.: Amount of loan, $180,000; purpose, 
to complete payments on machinery and provide working capital for the manu- 
facture of transmission parts for aircraft engines; approved, February 26, 1953, 
under section 4 (a) of the RFC Act. 

44. Waycross Machine Shop, Waycross, Ga.: Amount of loan, $100,000; pur- 
pose, to provide working capital for manufacturing ordnance material for the 
Navy; approved, March 3, 1953, under section 302 of the Defense Production Act. 

45. Aeme Photocopy Co., Dallas, Tex.: Amount of loan, $1,800; purpose, to 
finance the acquisition of equipment and provide working capital for photo 
reproduction; approved, March 3, 1953, under section 4 (a) of the RFC Act. 

46. Rayeo, North Hollywood, Calif.: Amount of loan, $6,000; purpose, to 
finance the acquisition of equipment and provide working capital for the manu- 
facture of parts for radar, guided missiles, etc.; approved, March 3, 1953, under 
section 714 of the Defense Production Act. 

47. Burggraf Construction Co., Ine., Idaho Falls, Idaho: Amount of loan, 
$60,000; purpose, to finance expansion of facilities to perform State and Federal 
highway work; approved, March 5, 1953, under section 4 (a) of the RFC Act. 

48. Gussett Boiler & Welding, Ine., Canton, Ohio: Amount of loan, $300,000; 
purpose, to finance the expansion of facilities for the manufacture of superheaters, 
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gun mounts, etc., for defense use; approved, March 5, 1953, under section 4 (a) 
of the RFC Act. 

49. National Steel Cabinet Co., Inc., Chicago, Ill.: Amount of loan, $80,000; 
purpose, to provide additional equipment and working capital for the manufacture 
of steel cabinets; approved, March 5, 1953, under section 4 (a) of the RFC Act. 

50. Long Island Paint & Chemical Co., Glen Cove, N. Y.: Amount of loan, 
$18,000; purpose, to provide working capital for the production of paint of various 
specifications required by the Defense departments, Army, Navy, and Air Force 
and other governmental departments and agencies; approved, March 9, 1953, 
under section 714 of the Defense Production Act. 

51. Kirkwood Machine & Manufacturing Co., Kirkwood, Mo.: Amount of 
loan, $128,000; purpose, to finance the acquisition of facilities to retire indebted- 
ness and to provide working capital for the manufacture of Army ordnance 
material; approved, March 9, 1953, under section 302 of the Defense Production 
Act. 

52. V. A. Nye Dairy, Pontiac, Mich.: Amount of loan, $60,000; purpose, to 
finance the acquisition of facilities for the processing of milk and dairy products; 
approved, March 9, 1958, under section 714 of the Defense Production Act. 

53. Blackhawk Foundry & Machine Co., Davenport, lowa: Amount of loan, 
$100,000; purpose, to finance the acquisition of equipment and to provide working 
capital for the production of castings for aircraft; approved, March 9, )953, under 
section 714 of the Defense Production Act. 

54. Rowan & Peck Lumber Co., Butte, Mont.: Amount of loan, $20,000; 
purpose, to provide working capital for subcontracting work on defense homes; 
approved, March 9, 1953, under section 714 of the Defense Production Act. 

55. Gilbert Cummins & Co., Inc., Baltimore, Md.: Amount of loan, $75,000; 
purpose, to finance the acquisition of facilities for the plating and finishing of 
parts for airplanes, radar, and other defense items; approved, March 9, 1953, 
under section 714 of the Defense Production Act. 

56. Damascus Hosiery Mills, Inc., Damascus, Va.: Amount of loan, $50,000; 

purpose, to provide working capital for the manufacture of hosiery for the Navy; 
approved, March 16, 1953, under section 714 of the Defense Production Act. 
57. Estes Express Lines, Richmond, Va.: Amount of loan, $65,000; purpose, 
to provide additional equipment, pay debts, and provide working capital for the 
hauling of Government and essential civilian freight; approved, March 16, 1953, 
under section 4 (a) of the RFC Act. 

58. Southern Bolt & Screw Co., Los Angeles, Calif.: Amount of loan, $50,000; 
purpose, to finance the acquisition of facilities to manufacture parts for defense 
products; approved, March 16, 1953, under section 714 of the Defense Production 
Act 

59. Gonda Engineering Co., Inc., Salem, Ohio: Amount of loan, $50,000; 
purpose, to provide working capital for subcontracting work on defense produc- 
tion; approved, March 16, 1953, under section 4 (a) of the RFC Act. 

60. Skydne, Inc., Port Jervis, N. Y.: Amount of loan, $110,000; purpose, to 
finance the acquisition of facilities to expand their production of electronics and 
aeronautical devices for the Armed Forces; approved, March 16, 1953, under 
section 714 of the Defense Production Act. 

61. Butcher & Hart Manufacturing Co., Altoona, Pa.: Amount of loan, 
$220,000; purpose, to finance the acquisition of facilities, to pay off debt, to move 
operations from Toledo to Altoona, and to provide working capital for the 
manufacture of defense products; approved, March 16, 1953, under section 714 
of the Defense Production Act. 

62. Talley Machine & Manufacturing Corp., Los Angeles, Calif.: Amount of 
loan, $210,000; purpose, to finance the acquisition of equipment and to provide 
working capital for the manufactur? of aircraft parts; approved, March 16, 1953, 
under section 714 of the Defense Production Act. 

68. Clifden Rocktool Co., Inc., Rockaway, N. J.: Amount of loan, $100,000; 
purpose, to provide working capital for the manufacture of mining equipment 
and rock-drilling tools for the Army; approved, March 23, 1953, under section 
714 of the Defense Production Act. 

64. Salvage Lumber Co., Inc., Cave Junction, Oreg.: Amount of loan, $75,000; 
purpose, to provide working capital for the production of lumber; approved, 
March 23, 1953, under section 714 of the Defense Production Act. 

65. Amertronic, Inc., Washington, D. C.: Amount of loan, $16,500; purpose to 
provide working capital for the manufacture of electronic equipment; approved, 
March 23, 1953, under section 302 of the Defense Production Act. 
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66. Carver Foundry, Inc., Fairview Village, Pa.: Amount of loan, $90,000: 
purpose, to pay off debt and to provide working capital for the manufacture of 
castings used by companies with defense contracts; approved, March 23, 1953, 
under section 714 of the Defense Production Act. 

67. William J. Hunt Manufacturing Co., Baltimore, Md.: Amount of loan, 
$50,000; purpose, to provide working capital for subcontracting work on defense 
et tion; approved, March 23, 1953, under section 302 of the Defense Produc- 

tion Act. 

68. Sabre Metal Products, Inc., Lyons, Ill.: Amount of loan, $50,000; purpose, 
to provide working capital for machining defense materials; approved, March 23, 
1953, under section 4 (a) of the RFC Act. 

69. Carlstrom Pressed Metal Co., Westboro, Mass.: Amount of Loan, $155,000: 
purpose, to provide working capital for the manufacture of bomb parts; approved, 
March 26, 1953, under section 302 of the Defense Production Act. 

70. Pomona Concrete Block & Products Co., Pomona, Calif.: Amount of loan, 
$20,000; purpose, to finance the acquisition of equipment and to provide working 
capital for the production of building material; approved, March 26, 1953, under 
section 714 of the Defense Production Act. 





APPENDIX F 


SDPA and RFC actions on loan applications received (as of Mar. 27, 1953) 














| Number | Amount 
| }_ 
| 
Available applications | | 
Applications received | 1, pon $452, 519, 697. 62 
Applications withdrawn ! 84, 716, 270. 24 
Net applications subject to consideration - - sien | 4 206 | i 367, 803, 427. 38 
SDPA actions: | 
Applications found imeligible._., | 295 | 78, 651, 759. 87 
Applications unfavorably recommended 534 | 215, 535, 647. 82 
Applications favorably recommended 430 55, 775, 250. 00 
Applications in process at end of period | 
In regional offices | 14 | 2, 145, 800. 00 
In Washington office } 23 | 5, 416, 383. 69 
Difference between amount requested and amount recommended | 10, 278, 586. 00 
A alienate jdividinn 
Total 1, 206 | 367, 803, 427. 38 
RFC actions 
Applications approved under 
Sec. 714 163 14, 882, 635. 00 
Sec. 4 (a) 5 | 144 | 17, 718, 223. 00 
Sec. 302 | 49 12, 197, 469. 00 
Total applications approved by RFC 2_. 356 44, 798, 327. 00 
Difference between amounts recommended by SDPA and amounts 
approved by RFC ; 544, 476. 00 
Applications declined by RFC | 38 4, 299, 100. 00 
Pending at RFC $ i bs | 36 6, 133, 347. 00 
Total i 30 | 55, 775, 250. 00 
Loan limitation +|-- _..| 100, 000, 000. 00 
Approved under sec. 714... . , = ON seerataens 14, $82, 635. 00 
Canceled ‘ ath, ks SUA ct 169, 300. 00 
nie Ee : - cin Le eiohediin 14, 713, 336. 00 
Middnestita tides Ls. inlet é Suaa | 85, 286, 665. 00 





1 Includes 423 applications aggregating spbebiibiidhety $43,863,903 wherein private financing or RFC 
financing was arranged prior to final determination and formal recommendation of this administration. 

3 Includes 20 applications aggregating $2,233,750 which RFC approved upon appeal. 

3 Includes those under appeal status. 
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APPENDIX G 
Small-business shares of industrial expansion goals established during quarter 
ended Mar. $1, 1953 


| 

| Small-busi- 
ness size 

Subject Percent Amount standard 

| number of 

| employees 

| 





Mechanical power transmissions 30 $3, 600, 000 | 450 
Batteries, ‘‘AA’’ type dry cell 20 300, 000 | 1, 000 
Medical supplies and equipment 33 3, 300, 000 | 200 
Scientific instruments 32 14, 000, 000 350 


AppENDIX H 


NAMES AND ADDRESSES’ OF REGIONAL DIRECTORS, REGIONAL AND FIELD 
REPRESENTATIVES 


Region I—Boston Mass. (covering Maine, New Hampshire, Vermont, Rhode 
Island, Massachusetts, and Connecticut (except Fairfield County)): 

Edward J. Stewart, regional director, Small Defense Plants Administration, 

40 Broad Street, Boston 10, Mass. Phone: Hubbard 2—6200, extension 96 
Region II—New York, N. Y. (covering New York, New Jersey, and Fairfield 
County, Conn.): 

Casper H. Citron, regional director, Small Defense Plants Administration, 
2 Park Avenue, 12th Floor, New York 16, N. Y. Phone: Murray Hill 
5-5900. 

Branch office—Buffalo, N. Y.: A. 8. Posage, branch representative, Small 
Defense Plants Administration, 117 Ellicott Street, United States Post 
Office Building, room 507, Buffalo 3, N. Y. Phone: Madison 5972. 

Region II1I—Philadelphia, Pa. (covering Pennsylvania, Delaware and following 
counties of New Jersey: Mercer, Ocean, Burlington, Camden, Gloucester, 
Atlantic, Salem, Cumberland, and Cape May): 

Joseph G. Dellert, regional director, Small Defense Plants Administration, 
1015 Chestnut Street, room 1218 Philadelphia 7, Pa. Phone: Walnut 
2-1145. 

Branch office—Pittsburgh, Pa.: Paul B. Crabtree, branch representative, 
Small Defense Plants Administration, 1019 Clark Building, 717 Liberty 
Ave., Pittsburgh 22, Pa. Phone: Grant 1—5370 extension, 398. 

Region IV—Richmond, Va. (covering Virginia, District of Columbia, Maryland, 
North Carolina and West Virginia): 

Leon E. Savage, regional director, Small Defense Plants Administration, 
Southern States Building, 7th and Main Streets, Richmond 19, Va. Phone: 
Richmond 3-—-3561. 

Branch office—Baltimore, Md.: Lloyd G. Taylor, branch representative, 
Small Deferse Plants Administration, Calvert Building, room 307, Fayette 
and St. Paul Streets, Baltimore, Md. Phone: Plaza 8460, extension 480. 

Region V—Atlanta, Ga. (covering Georgia, Alabama, Florida, Mississippi, 
South Carolina, Tennessee, Commonwealth of Puerto Rico and the Virgin 
Islands): 

Hugh W. Mitchell, acting regional director, Small Defense Plants Adminis- 
tration, 50 Whitehall Street SW., Atlanta 2, Ga. Phone: Walnut 4121, 
extension 440. 

Branch office—Nashville, Tenn.: Small Defense Plants Administration, 
114 9th Avenue South, room 114, Nashville, Tenn. Phone: 42-9651, 
extension 779. 

Branch office—Birmingham, Ala.: Ulman Reed, branch representative, 
Small Defense Plants Administration, 206 Social Security Building, 
3d Avenue and 23d Street, Birmingham, Ala. Phone: 53-3421, exten- 
sion 200. 

Region VI—Cleveland, Ohio. (covering Ohio, Kentucky, and Michigan): 

William S. Hug, acting regional director, Small Defense Plants Administra- 
tion, room 248, Ferguson Building, 1783 East 11th Street, Cleveland, Ohig, 
Phone: Cherry 1—7900, extension 580, 
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Branch office—Detroit, Mich.: James B. Shepard, branch manager, Smal! 
Defense Plants Administration, 2111 Woodward Avenue, Detroit 1, 
Mich. Phone: Woodward 3—9060. 

Branch office—Cincinnati, Ohio: Room 710, Big Four Building, 230 Fast 9th 
Street, Cincinnati, Ohio. 

Region VII—Chicago, Ill. (covering Illinois, Indiana, and Wisconsin): 

Von Allan Carlisle, acting regional director, Small Defense Plants Adminis- 
tration, 188 West Randolph Street, room 901, Chicago 1, Ill. Phone: 
Dearborn 2-4500, extension 571. 

Region VIII—Minneapolis, Minn. (covering Minnesota, Montana, North Dakota 
and South Dakota): 

J. Walter Malmquist, regional director, Small Defense Plants Administration, 
220 Minnesota Federal Building, Marquette Ave. at 6th, Minneapolis 2, 
Minn. Phone: Main 3244. 

Region 1X—-Kansas City, Mo. (covering Missouri, Iowa, Kansas and Nebraska): 

Roy W. Webb, regional director, Small Defense Plants Administration, 
Federal Office Building, room 404, 911 Walnut Street, Kansas City 6, 
Mo. Phone: Baltimore 7000, extension 765. : 

Branch office—Omaha, Nebr.: William H. Casey, branch representative, 
Small Defense Plants Administration, 209 Federal Office Building, Omaha, 
Nebr. Phone: Jackson 7900, extension 692. 

Branch officee—St. Louis, Mo.: Edward C. Hauss, branch representative, 
Small Defense Plants Administration, 812 Olive Street, room 1108 Arcade 
Building, St. Louis 1, Mo. Phone: Mein 8100, extension 2191. 

Branch office—Davenport, Iowa: Harold P. McCarthy, branch representa- 
tive, 313 Putnam Building, 215 Main Street, Daverport, Iowa. 

Region X—Dallas, Tex. (covering Texas, Arkansas, Louisiana and Oklahoma): 

Henry H. Ritter, acting regional director, Small Defense Plants Administra- 
tion, 1114 Commerce Street, room 126, Dallas 2, Tex. Phone: Sterling 
5611, extension 2248. 

Branch office—Houston, Tex: Ernest C. W. Buchwald, branch representative, 
Small Defense Plants Administration, 816 Milam Building, Houston, Tex. 
Phone: Capitol 7201, extension 044. 

Branch office—New Orleans, La.: Wren W. Anderson, branch representative, 
Small Defense Plants Administration, room 1215, Masonic Temple Build- 
ing, 333 St. Charles Street, New Orleans 12, La. Phone: Canal 3481, 
extension 51. 

Branch office—Oklahoma City, Okla.: Charles A. Saville, branch represent- 
ative, 714 Insurance Building, 114 North Broadway, Oklahoma City, Okla. 
Phone: Regent 6—5601, extension 226. 

Region XI—Denver, Colo. (covering Colorado, New Mexico, Utah, and Wy- 
oming): 

Lacy L. Wilkinson, regional director, Small Defense Plants Administration, 
New Customhouse, room 335, Denver, Colo. Phone: Keystone 4151, 
extension 8298. 

Region XII—San Francisco, Calif. (covering California, Arizona, Nevada, and the 
Territory of Hawaii): 

Homer F. Potter, regional director, Small Defense Plants Administration, 
870 Market Street, Flood Building, room 1043, San Francisco 2, Calif. 
Phone: Yukon 2—5800, extension 150. 

Branch office—Los Angeles, Calif.: Joseph V. Ragusa, branch manager, 117 
West 9th St., Suite 711, Los Angeles 15, Calif. Phone: Prospect 4711, 
extension 316. 

Region XIII—Seattle, Wash. (covering Washington, Idaho, Oregon and the 
territory of Alaska): 

Allan L. Willard, regional director, Small Defense Plants Administration, 
Burke Building, 905 Second Avenue, Seattle, Wash. Phone: Eliot 9010, 
extension 131. 

Branch office—Portland, Oreg.: John G. Barnett, branch representative, 
Small Defense Plants Administration, 401 Platt Building, 519 Southwest 
Park Avenue, Portland 5, Oreg. Phone: Broadway 8471. 


(Sent 


As one 
concerns, 
for each i 
nize in ele 

This lis 
trade ass 
these star 

The Sn 
which co 
demonst! 
procuren 
deficient 
present 
small bus 

Techn 
industrie 
in its OW 
and part: 
as small. 
200 pers« 

Some | 
Fourth 4 
recogniti 
expresset 
cussing § 
business, 

“The 
subject | 
month a 
mainly « 
procure! 
total * 
craft, tal 
business 
3A, p. 2) 

In ore 
for prac 
must be 
than 10 
they do 
not ord 
consider 

This 
between 
product 
ognized 
tion was 
together! 
breakin; 
tinguish 
cases tl 
one-thir 

A set 
these b1 
the bre 
standar 

In or 
is made 
2;; "Fel 
product 
basis fo 





mal] 
+t 1, 


t Ot} 


ita- 
1a): 
Lra- 


ling 


ve, 
ex, 
ve 
ld- 
8] 


nt- 
cla. 


on, 


51 
he 


yn, 


GOVERNMENT LENDING AGENCIES 457 


APPENDIX I 


TEXT OF SDPA LETTER ON SIZE STANDARDS 


(Sent to manufacturers’ associations and other interested organizations) 


As one of the steps in working out a suitable definition of small manufacturing 
concerns, we have prepared a listing of 452 manufacturing industries, showing 
for each industry the maximum number of employees which we propose to recog- 
nize in classifying an individual concern as small. 

This list is being sent to you as one of many organizations whose listing among 
trade associations by the Department of Commerce indicates direct concern with 
these standards, and whose comments would be helpful. 

The Small Defense Plants Administration is authorized by statute to determine 
vhich concerns are to be designated as small business. Our experience has 
demonstrated that the definition of small business currently used in Government 
procurement (that is, as concerns employing no more than 500 persons) is seriously 
deficient and has hampered efforts to assist small business. Furthermore, the 
present definition has even obscured the statistics measuring the extent to which 
small business has participated in such procurement. 

Technological, distributive, and competitive differences among the various 
industries necessarily result in substantial variations in the size of concern which 
in its own industry may be regarded as small. For example, in the automobile 
and parts industry a concern employing 1,500 persons may justifiably be regarded 
as small. On the other hand, a producer of women’s suits and coats who employs 
200 persons is generally recognized as a large concern in that industry. 

Some of these differences in industry size characteristics were illustrated in the 
Fourth Quarterly Report of SDPA to the President and the Congress. Further 
recognition of the shortcomings of the present ‘‘500’’ standard was recently 
expressed by the Munitions Board of the Department of Defense when, in dis- 
cussing statistics of the proportion of military prime contracts awarded to small 
business, it was noted that: 

“The * * * data again illustrate * * * that the small-business percentage is 
subject to wide fluctuations from month to month, and that figures for any 1 
month are not necessarily representative. The percentage in any month depends 
mainly on the type of commodities procured in that particular month. When 
procurement of soft goods and easy-to-make items is a large part of the monthly 
total * * * the small-business percentage will be high. In months when air- 
craft, tanks, trucks, or other heavy items are purchased in large volume the small- 
business percentage will be relatively low’’ (August 1952 Munitions Board Report 
3A, p. 2). 

In order to improve the present unsatisfactory definition, it was decided that, 
for practical purposes, both an absolute lower limit and absolute upper limit 
must be recognized, as follows: All manufacturing concerns employing no more 
than 100 persons must be considered small regardless of the industry in which 
they do business; similarly, concerns employing more than 2,500 workers could 
not ordinarily be regarded as small, at least in the sense of requiring special 
consideration under Government programs. 

This narrowed down the problem to that of classifying concerns employing 
between 100 and 2,500 persons, Our first step here was to examine the data on 

roduction, arranged by size of company, in 452 manufacturing industries rec- 

ognized in the Stendard Industrial Classification. The object of this examina- 
tion was to identify a group of the smallest companies in each industry which, 
together, accounted for a substantial fraction of its total production. A suitable 
breaking point in the industry’s production was found for each industry, dis- 
tinguishing the group of smallest concerns from those of larger size. In most 
ceses the group thus defined accounts, in the aggregate, for approximately 
one-third of production in the industry total. 

A set of employment size standards has been drawn up corresponding with 
these breaking points, modified of course by the minimum standard of 100 where 
the breaking point would otherwise fall below such size, and by the maximum 
standard of 2,500 where appropriate. 

In order to determine in which industry a concern is to be classified, reference 
is made to the Standard Industrial Classification Manual, volume I, parts 1 and 
2. This manual establishes a uniform method of classifying industries and 
products and hes been accepted by both industry and Government as a common 
basis for dealing with industrial data. Concerns will find that their main line of 
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production usually determines their industrial classification. In the field of 
Government procurement, however, where concerns from more than one indus. 
try may be bidding upon a particular contract, it is necessary to provide a 
common denominator of size. 

In procurement it is necessary to find a measure of smallness which can be 
applied when concerns from different industries compete for @ particular co: 
tract. The most practicable method of handling such @ rrchlem is to let the 
product for which bids are requested determine the applic: ble industry and the 
appropriate size standard which is to govern in procurements for the product 
For example, the annexed table indicates that small woodworking machiner\ 
companies are those employing not more than 100 persons and that small meta! 
working machinery companies are those employing not more than 400 persons 
A concern qualifying as small in metelworking machinery may not necessari|\ 
qualify as small for a woodworking machinery procurement, since, as stated 
above, the product being procured determines the applicable industry as well 
as the appropriate employment size standard, 

In the application of this definition, some flexibility will be essential; discretion 
is reserved to the Administrator to make changes and exceptions in the light of 
experience in applying these standards to the several industries. 

In offering its proposed standards of small manufacturing business, SDP A 
recognizes that no definition of small business can be absolute. Any definition 
adopted by this agency is valid and useful only to the extent that it helps fulfil! 
the mandate of Congress to increase participation of small-business enterprises 
in the defense effort and in the production of essential civilian goods. We have 
closely examined the proposed definition and are aware of its principal limitations 
Nonetheless, in offering this definition of small business, SDPA considers it to be 
an improvement over current standards and a step in the right direction. 

We should appreciate receipt, at your early convenience, of any comments 
from your organization concerning the suggested employment size standards. 


The following letters were submitted for the record by Senator 
Payne: 
Pxoroswitcs, INc., 
Cambridge, Mass., April 10, 1958. 
Hon. Freperick G, Payne, 
United States Senate, Washington, D. C. 


My Dear Senator Payne: This letter introduces a presentation of the reactions 
of over 195 business organizations who have operated under loans of the Recon- 
struction Finance Corporation. It has been prepared specifically for you in 
accordance with our discussion on March 20. hese letters are all in answer to 
a letter of inquiry which I directed to a number of corporations on published 
lists of RFC borrowers. The letter which was sent to this group follows. 

These letters are indexed by sections of the country, indicating a general 
geographical distribution. I have furthermore identified letters from companies 
performing defense work with colored tabs. A breakdown by industries is also 
included. 

These letters are very impressive. 

It is obvious from reading the letters that they have been written by sincere 
people who have a strong conviction that the Reconstruction Finance Corpora- 
tion must be continued. It is also quite apparent that the writers of these letters 
initially approached the Reconstruction Finance Corporation without introduction 
or political influence. 

Many of these letters place great emphasis on the significant performance of 
the local agencies of the Reconstruction Finance Corporation in various sections 
of the country. They mention the thoroughness of the original investigation, 
the impartial approach to the granting of the loan, and the general helpfulness 
of RFC personne! in assisting the business during the course ofthe loan. 

The many purposes for which the loans were granted indicate the very broad 
scope of the useful activities of the Reconstruction Finance Corporation. In all 
cases, of course, the loans were made after refusals by private banking institutions. 

Among the many pruposes for the loans mentioned in these letters were the 
following: Loans to provide working capital for growth industries, for the pur- 
chase of capital equipment, for rebuilding and providing working capital after a 
disaster, to provide funds to tide over a temporary period of poor business, to 
finance defense production, to support community projects, to modernize produc- 
tion equipment, and to provide working capital for a seasonal business. 
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Recent news releases appearing in business publications and newspapers have 
outlined the plans of the administration with reference to the Reconstruction 
Finance Corporation. It appears that the administration plans to permit the 
Reconstruction Finance Corporation to expire on June 30, 1954 and to replace it 
with a new independent Government bureau having the responsibility of all 
matters relating to small business. Apparently the original plan of placing, after 
the expiration of the RFC, its loan function under the supervision of either the 
Treasury Department through the Federal Reserve bank or the Department of 
Commerce, has been discarded. 

It is respectfully suggested that those who feel that the loan function of the 
RFC can be simplified by eliminating one countrywide organization with many 
years of experience and replacing it with a completely new countrywide organi- 
zation, unquestionably do not understand the scope of this problem. They do 
not appreciate two fundamental factors brought out by these letters. In the 
first place, it appears that local RFC agencies are operating with thoroughness, 
impartiality, and efficiency. Secondly, these letters show that the Reconstruc- 
tion Finance Corporation presently makes loans for many purposes in addition to 
providing funds for the very small businesses, and if the RFC were to be eliminated, 
practically all of these important loan functions must necessarily be replaced. 

The importance to small and profitable growth businesses of the services of the 
Reconstruction Finance Corporation as it now functions cannot be overestimated. 
Additional letters are being received daily and will be submitted to you in a sub- 
sequent report at your request. 

I sincerely appreciate the opportunity that you have afforded me of presenting 
these letters outlining the experiences of a considerable number of companies in 
connection with Reconstruction Finance Corporation loans, and trust that the 
information will be useful to you in considering the matter of the continuance of 
this very important agency. 

Sincerely yours, 
Joun A. Lona, 
Executive Vice President. 


Puoroswitca, INc., 
Cambridge, Mass., March 31, 1958. 


Letter of Inquiry Directed to a Number of Corporations on Published Lists of Recon- 
struction Finance Corporation Borrowers 

GENTLEMEN: Consideration is being given in Congress to either curtailing or 
eliminating the activities of the Reconstruction Finance Corporation. 

As a result of reference to published RFC listings, I believe that your corpo- 
ration is currently operating under a Reconstruction Finance Corporation loan. 
Senator Frederick G. Payne, chairman of the special Reconstruction Finance Cor- 
poration subcommittee of the Senate Banking Committee, has requested me to 
secure information for him on the manner in which the Reconstruction Finance 
Corporation has assisted businesses such as yours. 

The Reconstruction Finance Corporation has greatly assisted our growth and 
participation in the defense program. Our interest in the continuance of the 
Reconstruction Finance Corporation is brought out in the attached copy of a letter 
which we have directed to our United States Senators and Congressmen. 

If you will send to me at your earliest convenience a letter indicating your 
experience with the Reconstruction Finance Corporation and your views as to 
the continuance of this agency, you may be assured that this will be presented 
to and reviewed by the congressional committees considering Reconstruction 
Finance Corporation continuance. Furthermore, you may wish to make certain 
that your own Congressmen are familiar with your views on this subject. 

Very truly yours, 
Joun A. Lona, 
Executive Vice President. 





Puoroswitcu, INC., 
Cambridge, Mass., February 25, 1953. 
To Massachusetts Senators and Local Congressmen: 
Sir: It has come to our attention that consideration is about to be given in 
Congress to either curtailing or eliminating the activities of the Reconstruction 
Finance Corporation. 





33869—53 30 
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I should like to call your attention to the great service this agenev has per- 
formed to assist growth industries to expand throughout the country, and particu- 
larly in New England 

Over the last decade, extremely high Federal income tax rates, coupled with 
additional State income taxes in Massachusetts, have left very little in profits for 
the expansion of businesses Furthermore, this limitation of profits has served 
to reduce the attractiveness of equity capital investments. The larger industries 
have turned to the insurance companies and other sources of long-term borrowi 
for their financial requirements 

The Reconstruction Finance Corporation has accepted the very importa 
responsibility of assisting profitable growth industries in New England and elsec- 
where while they are establishing an earning record which would permit private 
financing 

Our corporation is presently operating under a Reconstruction Finance Corpor- 
ation loan, which has greatly facilitated our profitable growth, our contributior 
to New England industrial expansion and employment, and our activities under 
the defense program 

I respectfully suggest that the activities performed by this agency be maintain: 
at their present level, and that any action you take to assure this will be in the 
best interest of New England industry 

Very truly yours , 





Joun A. Lona, 
Executive Vice President 





Classification by industry 


Machine tool 5 
Electronies and instrumentation 18 
Soft goods 13 
Service industrie 65 

' 
letal working 16 
( hemical 17 
Agriculture 21 
Total ; 195 





NEW ENGLAND STATES 
A BA Toot & Dre Co., Inc., 


Manchester, Conn., February 26, 1958. 
Hon. Writz1am A. PurRrTe .t, 
Senate Office Building, Washington, D. C. 

Dear Srr: I am writing this letter to state our position on the bill submitted 
by Senator Harry F. Byrd and Senator John J. Williams to abolish the Recon- 
struction Finance Corporation, which I hore you will oppose. We feel that the 
RFC fills a very definite purpose in making available financial assistance for 
small business such as ours 

We are engaged in the manufacture of plastic mold dies, die casting dies, and 
special tools, and we also do a considerable amount of work for Hamilton Stand- 
ard, Pratt & Whitney and Sikorsky Aircraft Most of the work done at our 
plant is essential to the rearmament program. 

In 1951, through the assistance of the RFC, we were able to more than double 
our facilities and production. The eanital expansion was made available through 
the RFC after other financial institutions in our loeality would not grant such a 
loan We believe that our expansion has benefited our town and State as well 
as our own company. Incidentally, I believe that figures will show that the 
RFC has shown a reasonable profit for our Government. 

We believe that any Government agency which has been able to accomplish 
this should be continued as long as it serves the welfare of our country. Your 
vote in favor of the retention of the RFC will indicate to us that vou are in favor 
of smal! business 

Yours very truly, 
C. T. Anperson, Secretary-Treasurer. 
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CHALKBR Manvractrurine Co., INc., 
Clinton, Conn... April 7, 1958. 
Mr. Jonun A. Lone, : 
Frecutive Vice Presider i, Photoswitch Inc., 
Cambri lge, Mass 
Dear Mr. Lone: If it were not for the Reconstruction Finance Corporation 
ve would not be in existence as a small business employing about 30 people and 


ng of value because of our “know how” and skill in the defense effort 





We have had six loans from RFC since we were organized in 1944 All of these 
ans have been paid in full on schedule. Each has represented a step in our 
wth and each was made only because it Was impossible for us to i the funds 





i funds but in its carefullv administered 
; 


about sound accounting practice 
’e continued in its present form and 
roa? ation «eho 1 he ret ne 
organizatior ould be retained 





Oxntver H. CHALKER 





DockenporrFr & Co., IN¢ 
Bridgeport, Cont ipre 2, 19 
M oHN A. Lon 
f cutive Vice President, Photos ‘ inec., 
Camel ae Vass 
eaR Mr. Lone: Thank vou for your letter of March 31, 1953, in which y« 
est our experience with the Reconstruction Finance Corporation, and our 
ts as to their value and services Such information to be presented to 
Senator Frederick G. Paine, Chairman of the Reconstruction Finance Corporatio 
Subcommittee of the Senate 1 al king Committer 
abolishing of this urgently needed Government agency would be a loss to 





yn and we believe to all other small plants, particularly it 





S Korea we have been producing sighting equipment for United 
Sta nee,smallarms. We are still under prime contracts and subcontracts 


r such production until the middle of 1954. 
) 


ared little for the performance of our obligations to the United States Govern- 
ent With the help of this agency, and their guidance, we have been able to 
perform a real service to the Armed Forces 
Such needed financial assistance must be made available to profitable growth 
lustries while they are establishing an earning record which would permit 


With the present high Federal tax program, such help is mandatory A very 


I 
small percentage of profit can be diverted to business expansion and working 





illvy sugges 1at the activities performed by this agency 
l t that tl perf it ! ’ 
present level and that any action that you can take to assure t 


best interest of this company, and we believe all small industries 





J. H. Docxenporrr, President 


Tue Fenn Manvracturine Co., 


Hartford 1, Conn., February 23, 19 


» Connecticul Senators and Local Congressmen 
Strs: We learn from recent news releases that Senator Harry F. Byrd from 
Virginia has introduced a bill to abolish the Reconstruction Finance Corporation 
We of the Fenn Manufacturing Co. respectfully urge you to oppose this bill for 
the following reasons 
The Reconstruction Finance Corporation and its subsidiaries in rendering 
financial assistance to industry has contributed immeasurably to the defense 


effort Without this assistance it is our contention that our defense buildup 
; 


could not Wave taken place without delay 
This fact is especially true in the case of the Fenn Manufacturing Co. who, it 


150, after the outbreak of the Korean conflict, began producing important 


subassemblies for the Sikorsky helicopter. As you well know, the helicopter is 
redited with the saving of approximately 40,000 lives in Korea to date becaus: 
of the rapid evacuation of casualties made possible with this type of aircraft 
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Because of the wide military and naval use of the helicopter, it was necessary to 
accelerate production as fast as possible. With the financial assistance which we 
obtained from the Reconstruction Finance Corporation, we were more than able 
to triple our output in a period of less than 1% years. Our case is just one of the 
many examples which RFC has contributed directly to the defense effort. 

Further proof of RFC’s necessity from this standpoint can be found in reviewing 
the achievements of the country’s productive resources during World War [| 
Time was then of the essence. Without RFC’s participation we could not have 
reached our goal 

Another example of the fine work done by RFC is the service they have rendered 
in disaster areas. Private financial agencies would be both incapable and un 
willing to loan the funds necessary for rehabilitation in such cases. 

We believe that RFC’s record speaks for itself; in addition to their loaning 
funetions their activities in controlling the import of scarce commodities and the 
operation of plants that produce vital raw materials in case of war (such a 
synthetic rubber) could not be carried out efficiently by any other existing Gov 
ernment agency 

In urging you to oppose the abolishment of RFC, we wish to remind you that 
the operations of this agency are resulting in a substantial profit to the United 
States Government; and consequently is not a burden upon the taxpayer. 

In all of our dealings with RFC we have been impressed by the caliber of per 
sonnel with which the agency is staffed 

tespectfully your 
GrenvitLe M,. Parker, 
Frecutive Vice President. 
James P. GANTLEY, 
Secretary and Assistant Treasurer. 


Tue Fenn Manvracteurtina Co.,, 

Hartford 1, Conn., March 18, 1963 
Mr. Joun A, Lona, 

Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass 

Dean Mr. Lona: Your letter of March 4, 1953 addressed to our Mr. Wilson L. 
Fenn, president, is duly acknowledged. Mr. Fenn has asked me to write to you 
expressing our views with respect to the curtailing or eliminating the activities of 
the Reconstruction Finance Corporation. 

We here at Fenn feel that the Reconstruction Finance Corporation loans have 
greatly agsisted our growth and participation in the defense program. Our in 
terest in the continuance of the Reconstruction Finance Corporation is brought 
out in the attached copy of a letter which we have directed to the United States 
Senators from Connecticut and local Congressmen. 

Very truly yours, 
James P. GANTLEY, 
Secretary and Assistant Treasurer. 





Spencer Rurwer Provucts Co., 
Manchester, Conn., April 14, 1958. 
Puoroswitcnu, INc., 
Cambridge, Mass. 


(Attention John A. Long, executive vice president.) 


Dear Mr. Lona: Thank you very much for your letter of March 31, and we 
are indeed interested in the continuance of Reconstruction Finance Corporation 

Our own experience has been a very pleasant one and we were one of those 
organizations who walked in with nothing but our profit and loss statement and 
orders covering legitimate business which we could not finance through our own 
local bank because of the quantities of money involved. 

In fact our own local bank sent us to RFC, and I repeat, we walked in and at 
no time have even felt the need of having an attorney represent us in any way 
We simply walked in with the facts of our needs and I can assure you there were 
no strings pulled in any way and all has been very businesslike in our dealings 
with this organization. 

We certainly would like to see its continuance, and if there is any other way 
that we can help beyond this letter, we will be glad to help. 

Very truly yours, 
R, J, Spencer. 
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Bar Harwor Horer Co., Inc., 
Bar Harbor, Maine, March 28, 1958. 
Mr Joun A. LONG, 
Erecutive vice president, 
Photoswitch, Inc., Cambridge, Mass. 

Drar Mr. Lone: IT have your communication of March 18 regarding the 
elimination of the activities of the Reconstruction Finance Corporation. 

A great fire razed one-fifth of the town of Bar Harbor and destroyed all the 
hotels in 1947 and without the aid of the Reconstruction Finance Corporation 
we would have been unable to build a new hotel. 

I personally explored all the banking facilities in this area before we indulged 
the corporation 

It goes without saying that if there are natural or human resources in this 
country that can be exploited and used for the good of all the people that the 
lack of capital should not stand in the way. It is my considered opinion that 
doing away with the Reconstruction Finance Corporation unless some other 
agency should fill the gap would be to leave a void in the development of our 
natural resources both human and material at a time when we can ill afford to 
have such a condition arise. 

Our experience has been a little one, I will admit, but a study of the case 
clearly showed that without the aid of the corporation we would never have got 
started again in Bar Harbor 

Very truly yours, 
R,. C, Masterman, President. 


PortTLAND APPLIANCE SERVICENTER, 
Portland 8, Mair March 23, 1953 
Proroswitrern Co., INne., 
Cambridge, Mass 
Attention Mr. John A. Long.) 

Dear Sir: Reply yours March 18 with regard this company and the RFC 
and our feelings and views concerning the RFC 

This company was organized November of 1949 and like most companies I 
had my troubles getting started, had the usual lack of business, with high start- 
ing expenses. Along about April of 1950 I found that I was in need of funds to 
operate on since business was picking up and I required new and more varied 
stock 

Contacting banks only resulted in a bunch of sour excuses such as we don’t 
make GI loans; no business loans; one bank in particular advised me that if I 
were a depositor (which I was) they would try and get a loan through for me. 
After filling out miles of papers, certificates, and supplying all kinds of inven- 
tories, insurance Pe ear appraisal, ete., they had the colossal nerve to say 
first I didn’t need the loan since I was making money, and when I explained the 
need for capital in any business to operate on I was told that they couldn’t see 
where an enterprise of the type I had going could make any money and therefore 
was too risky All this and abuse too since I had actual collateral enough to 
cover the unguaranteed portion of the loan. 

In ma ir I went to the VA with my tale of woe and I was introduced to the 
RF C. The RFC handled my problem as though it involved millions, I was as 

nportan t as any business and my problem was handled with efficiency, prompt- 
ness, and courtesy. I was permitted to borrow the money, my business has picked 
ip and grown so that I am now organized, making a decent living and enjoying 
paying the Gove rnment a tax every year that is growing rapidly. 

The RFC in my instance saved the day for me, my business and provided good 
jobs for two other men with new additions in the offing. My loan is all but paid 
off now, with only one and a half payments to go. To the RFC I have only 
the best regards and wish for their success in overcoming any hardships that 
have been cast their way. 

Cordially yours, 






Ray T. ARVISAIS 
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SHaLeKk Baa Co., Ine., This es 

Presque Isle, Maine, March 21, 19538. feel that 
Hon. Marcaretr Cuase Samira, We are 
United States Senate, capital S\ 
Washington, D. C. Vi 


Dear Senaror: It has come to our attention that consideration is about to 
be given in Congress to either curtailing or eliminating the activities of thy 
Reconstruction Finance Corporation. 

I should like to call your attention to the great service this agency has performed 
to assist growth industries to expand throughout the country, and particularly 


in New England. Mr, Jou 
Over the last decade, extremely high Federal income tax rates have left very Bre 
little in profits for the expansion of businesses. Furthermore, this limitation of 
yrofits has served to reduce the attractiveness of equity capital investments. Dwar 
rhe larger industries have turned to the insurance companies and other sources present « 
of long-term borrowings for their financial requirements. of the R 
The Reconstruction Finance Corporation has accepted the very important 1 wish 
responsibility of assisting profitable growth industries in New England and else- structior 
where while they are establishing an earning record which would permit private business 
financing. We hi 
Our corporation is presently operating under a Reconstruction Finance Cor process 
poration loan, which has greatly facilitated our profitable growth, our contribu to say tl 
tions to Maine’s industrial expansion, and proven an asset here in Aroostook We are 
County’s agricultural program, manufac 
I respectfully suggest that the activities performed by this agency be main of RFC 
tained at their present level, and that any action you take to assure this will bi I am 
in the best interest of New England industry would s 
Very truly your in gener 
I, SHauek, President progran 


a \ 


Linerty, Maing, 
March 20, 1958 
Mr. Jonun A. Lona, 


Executive Vice President, Photoswitch, Inc., 


Cambridge, Maas. Mr. Jo 
Dear Mr. Lone: We are about to operate under a Reconstruction Finance Ex 
Corporation loan of $5,000. Of course, this is a very small amount of money 
regarding such a corporation as the Reconstruction Finance Corporation. Drat 
In our particular case, having worked to no end to keep a small family to- the Re 
gether by means of a grocery and gasoline business, then grown out of space, to Tods 
try to build a larger building using all of our ready cash, then trying to borrow from capital 
banks and individuals, together with small town polities, it was just impossible are no 
Over a period of 3 years, we could not borrow a dime. However, we had good the Go’ 
credit and were able to get whatever we needed in the line of merchandise. Priv: 
We filed an application with the Reconstruction Finanee Corporation. Of conside 
course we did not know all the answers. The courtesy and assistance we received tions. 8 
from employees of the Reconstruction Finance Corporation was tops. Our right t< 


loan was granted The 
We, Ralph M., Vena M., Edith, Helen, and Harvey Roberts fully realize that 


' \ workin 
we have been given an opportunity to continue our small business. 





saws ; ns busines 
No words can fully express our appreciation toward the Reconstruction Finance We 
Corporation. We would have lost our all if this service was not available. to 50 « 
Very truly yours, need of 
Raten M. Roperts. The Ri 
Vena M. Roserts 
canines kare ee loan, 
busine: 
A. & P. Corrucatep Box Corp., At f 
Lowell, Mass,, March 18, 1968, ba . 
Mr. Joun A. Lona, 1 sin 
Executive Vice President, Photoswitch, Inc., enaln; 


Cambridge, Mass. 


Dear Mr. Lona: We are very much impressed with your letter of March 4. 
We too needed additional capital in order to provide employment to residents 
of a disaster area and we are sure Lawrence is classified as such. 
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This eapital was furnished by the Reconstruction Finance Corporation. We 
feel that a public service has very definitely been performed 
We are very much in favor of the Reconstruction Finance Corporation making 
capital such as this available. 
Very truly yours, 


M. Appegtn, President 


Acme Macuine Works, INc., 
Hingham, Mass., March 20, 1958 
Mr. Joun A. Lona, 
Executive Vice President, Photoswiich, Inc., 
Cambridge, Mass. 


Dear Mr. Lona: Permit me to thank you for writing to me relative to the 
present discussion in Congress over the curtailment or elimination of the activities 
of the Reconstruction Finance Corporation. 

| wish to voice my opinion as being strongly in favor of continuing the Recon- 
struction Finance Corporation as a definite means of aiding smail and large 
businesses alike as well as aiding the Government in its defense efforts 

We have just repaid a $50,000 REC lean which was granted to us in order to 
process over $180,000 worth of Government defense orders. I do not hesitate 
to say that without this assistance, we would not have been able to do this work 
We are now in the midst of an application for another loan which will be used to 
manufacture approximately $200,000 worth of defense contracts. In the absence 
of RFC funds, I am afraid that we would have to decline the work 

I am definitely of the opinion that this Government agency, if discontinued, 
would seriously lessen the opportunities of small business everywhere, of business 


general in New England, and seriously hamper the success of the present defense 








Very truly yours, 
Evwarp H. Liner, President. 


Ames Precrston Macnine Works, 
Waltham, Mass., March 24, 1953 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass 

Drar Mr. Lone: Our company is definitely in favor of the continuation of 
the Reconstruction Finance Corporation under competent management. 

Today and everyday there is a very real need for a source of long term working 
capital loans for small business. It is our opinion that at the present time there 
are no sources for long-time borrowing for small business with the exception of 
the Government-operated Reconstruction Finance Corporation 

Private banks are not disposed to cater to the needs of small business; they 
consider the risks too great, due to poor earning records, short period of opera- 
tions, and the fact that small business is always waging a borderline fight for the 
right to exist in our competitive free enterprise system 

The very life of small business today hinges on its ability to obtain long-term 


working capital. If private lending institutions will not meet the needs of small 
business, how can small business exist or grow in this period of extreme taxation? 
We are a small machine tool manufacturer employing a working force of 40 
to 50 employees. In 1949 this industry was very depressed. We were in dire 
need of a long-term loan and were unable to obtain help from any private source 
The Reconstruction Finance Corporation granted us a long-term working capital 
loan. Had this source failed us, as did all others, we would not be in 
business today 
At some point in the life of every small business, the ability to obtain long- 
term financial assistance can be the difference between life or death 
The Reconstruction Finance Corporation can meet this need where private 
lending institutions fear to tread 


Very truly yours, 



































Perry E. Kipp, Assistant Treasurer. 
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AssociaTep INVESTMENT Homes, INc., 
Quincy, Mass., March 26, 1958 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, 
Cambridge, Maas. 

Dear Mr. Lona: Your letter of March 18, 1953, falls on very sympathetic 
senses. Although we have repaid our Reconstruction Finance Corporation 
loan in full, this loan did give us tremendous assistance wiich enabled us to estal 
lish a type of housing program which was new and different and which has grown 
and prospered. I have already written directly to a few of our Congressmen on 
the subject. 

While much of the criticism leveled at individuals in the Reconstruction Finance 
Corporation during recent years has no doubt been justified, it is my opinion that 
the people in the Boston office have operated with the highest integrity and 
ability and that in the event that activities of the Reconstruction Finance Cor- 
poration are transferred to another agency for making loans to small busines, 
the benefits of the valuable experience of these people should not be lost. 

Very truly yours, 
Bernard D. Grossman. 


Curtis Propucts, Inc., 
Ashburnham, Mass., March 28, 19538 
Puotroswitcnu, INc., 
Cambridge 42, Mass. 
(Attention: John A. Long, executive vice president.) 

Dear Mr. Lona: We are very much in accord with your views in reference to 
the continuing of the functions of the Reconstruction Finance Corporation, 

In 1946 we approached innumerable banks and other sources looking for suffi 
cient mortgage money to consummate a deal to take over the physical assets of the 
old Curtis Chair Co. We had refusal after refusal. We even ran into grafter 
who were simply looking for bonus or fee with no interest in sound investment or 
venture-capital loans 

It was my good fortune to contact a lawyer who at the time had no connection 
with RFC but who was familiar with their loan policy and was able to work out 
a plan under the 75-percent guaranty by RFC with a local bank, 

We were able to borrow $20,000—$15,000 at 4 percent and $5,000 at 6 percent 
which was the thing which enabled us to make the deal. 

Our balance now is $6,954 on this loan and we have an established business 
worth roughly $50,000 with national distribution. 

Our product has been called the finest chair line in the early American field, 

Let me say it has not been easy and that I would be reluctant to start again 
knowing what I do now. But, I do feel that a service such as that rendered by 
RFC is a necessity to promote the inception and growth of small business. 

RFC was started to rehabilitate industry during a depression. I think its name 
could be changed, its organization improved and concentrated as a loan insurance 
corporation which with small overhead and proper management would strengthen 
our country’s economic structure. 

I feel that the force behind the program to eliminate this corporation, RFC, is 
manned by enemies of the capitalistic economy and is done with the idea in mind 
that its elimination will further weaken us in our world position. 

Yours very truly, 
Ek. 8. Rumery, Treasurer. 


Darou Prastics, INc., 
Worcester 5, Mass., March 26, 19538. 
Mr. Joun A, Lona, 
Photoswitch, Inc., Cambridge 42, Maas. 


Dear Mr. Lona: We wish to acknowledge your letter of March 18, which also 
forwarded a copy of your letter of February 25 to Massachusetts senators and 
local congressmen. 

Generally speaking, we share the views expressed in your letter of February 
25. We found the Reconstruction Finance Corporation of great assistance during 
the years when our company was just getting started. We feel that the RFC 
serves a valuable purpose in assisting small, growing businesses; and that this 
portion, at least, of the Reconstruction Finance program, should be maintained. 

Very truly yours, 
Davin GoLpRosEN, President. 
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Lexineron, Mass., March 23, 1943 
Mr. Joun A, Lona, 
Bxrecutive Vice President, Photoswitch, Ine., Cambridge, Mass. 


Dear Mr, Lone: Your letter of March 18 concerning the Reconstruction 
Finance Corporation has been received, and I am glad to know that you are doing 
so much to influence our Senators toward the support of the Reconstruction 
Finance Corporation, 

About 3 weeks ago, I wrote a letter to Senator Byrd mentioning the great help 
that was given to us by the RFC and asking him to reconsider his stand. 

I certainly would like to subscribe to your views and I will say that without the 
aid of the RFC, we would not have been able at this time to commence cosntruc- 
tion of a block of stores in Bedford which we believe to be the beginning of a 
substantial shopping center 

We feel that we owe a great deal to the Reconstruction Finance Corporation 
and we believe that it definitely has great value to businessmen and particularly to 
businesses and industries which are trying to survive, as well as expand in New 
England 

I believe that the curtailing or elimination of the activities of the RFC would 
create great hardships and do irreparable harm at the present time, particularly 
in New England 

Very truly yours, 
Cosmo A, DeBonts, Attorney at Law 


W. J. Dunn Co., INe 
Boston 10, Mass., March 24, 19538 
Mr. Jann A. Lona, 
Rrecutive Vice President, Photoswitch, Inc 
Cambridge, Mass 

GENTLEMEN: We appreciated receiving your timely letter of March 18 relative 
to the Reconstruction Finance Corporation, and we agree thoroughly with your 
viewpoint that they have been of great assistance to us on Government contracts 
when all other agencies had refused help 

Will you kindly send us the names of the Senators and Congressmen, together 
with their addresses, to whom you have forwarded your letter, and we will write 
or wire them immediately, emphasizing the importance of the work being done 
by the Reconstruction Finance Corporation 

You may be interested in our views as to why this agency should not be curtailed 
or eliminated The Reconstruction Finance Corporation has given us consider- 
able assistance in the past as well as the present. We have been able to operate 
only because we received a loan from them which enabled us to buy steel thereby 
maintaining full employment which otherwise would have been impossible. We 
have been able to employ more men and do a good job in producing material 
essential to the defense program only because we have had financial support from 
the Reconstruction Finance Corporation 

Very truly yours, 





W. J. Dr NN, President 


Hauurpay Lrraocrarn Corp 
Roxbury 20, Mass., March 24, 1958 
Mr. Joun A. Lone 
Photoswitch, Inc., Cambridge, Mass, 

Dear Mr. Lone: From the news in today’s paper, it would appear that 
Washington is ringing the curfew for the Reconstruction Finance Corporation. 
If Congress does vote in favor of liquidating this agency, | seriously wonder what 
the impact is going to be upon us in small business 

In 1950, we did a fair amount of printing for the Government and we saw at 
this time that if we were to increase this type of work, we would have to go out 
and find money for working capital. I started this business back in 1941 with 
only $1,000, 5 people, and 1 press. 

Bids received from the Government Printing Office on all contract work re- 
quires a great deal of paper handling with a like amount of patience. Upon 
receipt of an award, this work is processed. We buy film, chemicals, pay labor 
and as we bind in New York City, we pay trucking. When the work is bound in 


accordance to specifications, we must pay the bindery hen the work or copies 
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are shipped to several distributing points on GPO bills of lading. These can }y 
6 or 66. One cannot bill the Government until each point of delivery has acknow|- 
edged receipt of shipment. From the receipt of order through to its completion 
takes from as much as 2 to 5 months pending on the size of the original order 
Therefore, the printer has to bank this work before he is in a position to bill the 
Government, 

In the fall of 1951, against invitations, we submitted three bids to the Govern- 
ment on sizeable contracts and finally a fourth. These awards were granted to 
us on low bids within the competitive group. I knew that we had to have working 
capital now in order to carry this workload. Banks would not listen to me. 
One bank would not even acknowledge Government invoices as good receivables. 
This was from a point of factoring. 

My next step was a trip to Washington and a call at the RFC. They told me 
there that I should return to Boston and contact the local branch which at that 
time I did not even realize existed. I did contact the Boston agency, made out 
my application and nothing was given to me on a platter. I signed over about 
$65,000 in equipment as collateral for a $20,000 loan. But no bank would do this 

At this time we employed 9 people with a payroll under $1,000. November of 
1952 we employed 35 people, we worked 24 hours a day, and several weeks 7 
days per week. Our scale is union rates and our payroll went over $3,700 per 
week. Work in process for the Government averaged better than $48,000 a 
month, and it is still over the $30,000 mark. The loan from RFC was just enough 
to keep our heads above water. We still cannot discount bills. After paying 
labor, notes, and taxes, it is a tight squeeze 

Before going to the RFC and many others are like ourselves here; we did factor 
our receivables on an 80-percent basis, 90-day period, and a rate of 16 percent. | 
have paid out as high as $400 per month for money to carry on. I sometimes 
wonder why we in small business fight so many obstacles to exist. I don’t know; 
perhaps faith, pride, or guts. I am so fearful now that if the RFC is abolished, 
are we, the small fellows, to be turned back to the high-money lenders. 

Yours very truly, 
Russe.t HAuuipay. 


Harsor Cove Fisnerties, Inc., 
Gloucester, Mass., March 20, 1958. 
Congressman WILLIAM Bates, 
Washington, D. C. 

Dear Biiu: I have been hearing rumors of the Government curtailing or 
doing away with the RFC. 

To my way of thinking it would lead to financial chaos. If it wasn’t for the 
RFC, I would have been out of business 3 years; besides losing all I have worked 
for the last 40 years. They took me over after the banks gave me up. 

I know there must be thousands of other small businesses like us that have and 
are going through the same process. Since the RFC saved me and my family 
besides my one-hundred-odd workers’ bread and butter, we have paid hundreds 
of thousands of dollars in wages, taxes, insurances, and Lord knows what else; 
including buying millions of pounds of fish from the boats. 

Our sales have been over the million-dollar mark for the last 3 years and we 
are still going backwards; thanks to the fish imports and other economic condi- 
tions. I am not complaining too much about conditions, I know Washington 
has to think in terms of national welfare plus international situations so I know 
I have to grit my teeth and manage the best I can till things change, but by the 
same token I am again forced to go to the RFC for help. 

I have a good record with them, having borrowed $50,000 from them which 
I have cut down to $19,000 in 3 years and kept a lot of people employed. It 
wouldn’t be so hard but taxes being so high and the unions bearing down, im- 
ports and other things; it is hard to get people to risk capital in the fish business 
and I don’t blame them. It’s bad enough I put all my life’s earnings in it. 

The banks— you can’t go near them; the tongue lashings you get from the 
two-bit clerks and others in the banks is scandalous. 

I would suggest and appreciate it if you bend your efforts toward keeping the 
RFC active and if anything more so, otherwise I’d be afraid to think of what 
might happen all over the country. 

Best regards, 
Capt. Frank FavaLoro. 
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T. J. Harvey & Son, Inc., 
Adams, Mass., March 28, 1958. 
Puoroswitcn, INnc., 
Cambridge 42, Mass. 

GENTLEMEN: Replying to your letter of March 18, we wish to advise that we 
are indeed interested in the continuance of the Reconstruction Finance Corpora- 
tion as an aid to small business. 

During the past 11 years we have, with the aid of the RFC, been able to under- 
take a considerably larger volume of work than would have been possible without 
their aid. We believe that this agency has rendered a great service and we feel 
strongly that it should be kept in existence for this purpose. 

Very truly yours, 
Tomas O. Harvey. 


Harvey-Wuipp se, INc., 
Springfield 1, Mass., April 10, 1958. 
Mr. Jonn A. Lona, 
Erecutive Vice President, Photoswitch Inc., 
Cambridge, Mass. 

Dear Mr. Lona: Please accept my apologies in not answering your letter of 
March 31 more promptly, due entirely for the reason we have been over our 
heads getting a large defense order into production, which, incidently, is being 
financed by a DPA loan through the Reconstruction Finance Corporation. 

Back in 1949 we had a very urgent need for working capital as we were entering 
the complete oil-burning boiler and warm-air furnace field. Prior to this we made 
only conversion oil burners. We had just completed a new, large sheet-metal 
building and added a top floor to our present building. We used our funds to 
finance the sheet-metal building. At that time, following the war, we experienced 
a recession in our industry. 

We are a closely held corporation, so we could not take advantage of public 
financing, and local banking institutions are much restricted in loaning consid- 
erable funds in industrial mortgages to a closely held corporation. 

We were advised to seek the aid of the Reconstruction Finance Corporation 
and so we contacted the Boston office of this agency. 

Never was a more thoroughly businesslike investigation made. We were 
requested to furnish every type of schedule in full detail of our assets; all our costs 
were examined; our previous operating figures over the years of our existance were 
examined; and outside appraisal of our plant had to be furnished. We were 
required to forecast our operations results for succeeding years In other words, 
before we could qualify for a loan, our records had to prove us worthy. 

The personnel of the Boston office assigned to our investigation gave us every 
assistance possible but were very firm in getting fullest information in order to 
base their decision of accepting or rejecting our request for aid. 

We were granted this assistance which we could not have obtained from locai 
borrowing sources which we had previously contacted. It has been admitted by 
bankers that there is a distinct need for a source of aid to concerns closely held 
and where the needs are beyond the limits of their banking restrictions. 

We are now enjoying another defense loan through the Reconstruction Finance 
Corporation after we found it could not be handled by loca! lending agencies. 

This agency has made it possible for us to handle this large Government defense 
order, augment our payrolls and materially aid us in profitable operations, and 
aid in the defense program. 

We sincerely hope that this agency be maintained permanently as, from our 
experience with the Boston office with its very high-type personnel, it fills a real 
need in assisting closely held corporations and smaller business that cannot avail 
themselves of public financing to meet their requirements for working capital 
when the necessity arises. 

Very truly yours, 
Leonarp F. Connor, 
Treasurer. 
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Haywarp Woo.en Co., 
East Douglas, Mass., March 10, 1958 
Mr. Joun A. Lona, 
Yrecutive Vice President, Photoawitch, Inc., 
Cambridge, Maas. 


Dear Mr. Lona: I have your letter of March 4, 1953, in reference to the 
proposed curtailment or elimination of the Reconstruction Finance Corporation. 

I highly agree with your program and have already been working on letters 
which I intend to send out to our United States Senators and local Congressmen 
and had also intended to write to the other New England Congressmen and 
Senators. In this letter, copies of which I will forward to you, it is my intent 
to stress the utter hopelessness of small businesses in securing assistance from 
private banking facilities when they are in financial difficulties, most times caused 
by temporary changes in our economic picture. 

This happened to us in 1949, as it did to the only other industry in this town, 
which was a mill in the same business. Through the assistance of the RFC, 
we were able to reestablish ourselves and put our employees back to work. Both 
mills are now operating 3 shifts. 24 hours a day, 6 days a week. You can, there- 
fore, see that if this assistance from a Government agency was not forthcoming, 
this town of 3,000 people would have been a ghost town. 

In the past 2 years part of our production has been on Government work and 
on one item, a shrink-resistant shirting for the armed services, which was direly 
needed, we not only performed our own contract but, in order to assist the Gov- 
ernment, we had to complete contracts for mills in the South and in the North, 
as we were one of two mills in the industry who was able to meet Government 
specifications on this item. As of this week we have completed 1,500,000 yards 
of this cloth. In my letter, I intend to stress to our political representatives the 
amount of payroll, taxes, and interest which we have paid since securing this 
RFC loan. I also intend to make personal visits to our Representatives in 
Washington to emphasize the importance of the Reconstruction Finance Cor- 
poration. 

Very truly yours, 
Leo J. Murray, Treasurer. 


Hones MANuracturine Co., 
Worcester 5, Mass., March 27, 1958. 
PHoroswitcnu, IN 
Cambridge, Mass. 
(Attention: Mr. John A. Long, executive vice president.) 


Dear Mr. Lone: Your letter addressed to Walter F. Matson, our treasurer, 
has been referred t6 me. In this company we are very much in sympathy with 
your point of view, and Mr. Matson has appeared before a committee in Boston 
outlining our position. This happened some months ago. 

We, too, have been greatly benefited by the availability of money through the 
Reconstruction Finance Corporation. Local banks have been either unable or 
unwilling to extend us as much money at times as we have needed to rebuild an 
old broken-down business. We have made a good deal of progress, but we have 
also made some mistakes. We find the local banks very willing to go along with 
progress, but somewhat reluctant to get their necks out when a mistake has been 
made. 

Although I think some of the operations and methods of the RFC could be 
improved, I would be very free to admit that their service has been very welcome 
and, for the most part, very capable. 

I do not know of any way to impress upon lawmakers the importance of con- 
tinuing the Reconstruction Finance Corporation or some variation of it better 
than to do it by personal appearance. We would not be at all backward about. 
telling our story and helping to promote the formation of some sort of lending 
agency. It does not seem to me the New England banks have come yet to the 
point where they will lend money on an adequate basis to smaller companies. 
If there were any other source of long-time capital, it would be different. Even 
the insurance companies with all their money are not too much interested in a 
small, older company. Everyone seems to be much more interested in an earning 
statement for the last 10 years rather than in plans and prospects, even though 
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they look good, We have found more of an unwillingness to listen in some of the 
banks than we have found at the Reconstruction Finance Corporation 
I hope this may be of some value to you, and if any further and more detailed 
information is wanted, please do not hesitate to call on us. 
Very truly yours, 
W. H. Warr, President 


E. F. Hopeson Co., Inec., 
Dover, Mass., April 2, 1958. 
Mr. Joun A LONG 
Brecutive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 
Dear Mr. Lone: We wish to acknowledge receipt of your letter of March 31 
We are not at the present time operating under a Reconstruction Finance Cor- 
poration loan 
In 1951 we had a loan to assist us in processing a large order for schoolhouse 
classrooms to be used by the cits,of Rattimore, but the loan was repaid within 
4 to 5 months and we have not made subsequent application for assistance 
Our experience with the Reconstruction Finance Corporation was favorable, 
but, lacking knowledge of the Government's plans for assistance to smaller busi- 
ness in the future, we do not feel competent to make further comment at this time 
Very truly yours, 
Kenneta W. Spaipine., 


Tue Evsry Press, 
Leominster, Mass., March 25, 1953. 
Mr. Jonn A. Lone 
Erecutive Vice President, Photoswitch, Inc., 
Cambridge, Mass 

Dear Mr. Lone: I too have noted with alarm the plans of Congress to curtail 
activities of the Reconstruction Finance Corporation. 

Without the help of this organisation, I would not have been able to replace 
obsolete and worn-out equipment, nor to make any expansion to handle increased 
printing needs for plants in this area which are handling defense contracts, not 
to mention innumerable companies which supply essential civilian needs 

The banks in our area have shown no disposition to work with small buciness on 
a long-term plan. I don’t know what the policy of banks in other areas is but 
younger and growing businesses with limited capital would be greatly handicapped 
without the Reconstruction Finance Corporation. 

l appreciate vour interest and will give some thought to preparing a letter which 
I will send to United States Senators and Congressmen from this area. 

If there is anything at all which I ean do, do not hesitate to call upon me. 

Cordially yours, 
Orno F. Eusey 





Mayruew Sree. Propvucts, Inc 
Shelburne Falls, Mass., March 31, 1953, 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Mr. Lone: With reference to your letter of March 18, and copy of a letter 
written to Massachusetts Senators and local Congressmen under date of Feb- 
ruary 25, both of which concern the possible curtailment or elimination by Con- 
gress of activities of the Reconstruction Finance Corporation, we heartily concur 
with your views of the subject 

Please feel perfectly free to list the name of our company as being in favor of 
legislation which will enable this agency continue the contribution it is making 
to the New England economy, as well as that of other sections of the country. 

We sincerely hope that your efforts toward this end will be successful 

Very truly yours, 
W. F. Anpgerson, President 
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Keviin MANUFACTURING Co., 
Arlington, Mass., April 6, 1953. 
Puoroswitrcn, INc., 
Cambridge, Mass. 
(Attention John A. Long.) 


GENTLEMEN: Your letter on Reconstruction Finance Corporation is heartily 
in accord with our views. Our small business was converted from a jewelry 
manufacturing operation to a tool and die shop only because of the RFC loan we 
received. All other sources of working capital had failed us. 

We can say without qualification that we would not be in business today and 
gainfully employing about 25 people in the highly skilled tool and die trade. 

We would be pleased to have you pass this letter along to anyone who would 
be interested in our story. 

Yours very truly, 
FraNK A, Travers, President. 


FreDERIcK V. LAWRENCE, INC., 
Falmouth, Mass., April 2, 1958. 
Hon. DonaLp W. NiIcHoLson, 
New Bedford, Mass. 

My Dear ConGRESSMAN NICHOLSON: We are deeply concerned that considera- 
tion is about to be given in Congress te either curtailing or eliminating the activities 
of the Reconstruction Finance Corporation. 

I feel that every favorable consideration should be given to the important 
service performed by the agency in assisting the growth and expanse of small 
industries. Our corporation is operating under a Reconstruction Finance Cor- 
poration loan which is assisting us to expand profitably while establishing a 
financial rating which will permit private financing. 

In a seasonal community such as Cape Cod, we have thus been in the position 
to provide steady, year-round employment while producing building materials 
essential to private housing, commercial buildings and Federal projects. 

In addition to financial assistance, the agency has furnished us with timely 
advice on management, legal, and accounting problems. 

I feel deeply that the present functions of this agency must be maintained and 
that every action should be taken to assure the continuance of its important 
contribution to New England economy. 

tespectfully yours, 
Freperick V. LAWRENCE, 
Treasurer. 


Lee Lime Corp., 
Lee, Mass. 
Hon. LEVERETT SALTONSTALL, 
United States Senate, Washington, D. C. 


Dear SENATOR SALTONSTALL: I have read in the press that there is some dis- 
cussion of the possible elimination of the Reconstruction Finance Corporation, 
and I just wanted to write you.a completely unsolicited letter, to advise that, 
in our opinion, public interest would be best served by the continuation of the 
Reconstruction Finance Corporation. 

I think our plant is a typical example of the problems of an industry located 
in a small community. The loan limit of the local bank, with whom we have 
always done business, is $20,000. Asa result, when a manufacturer in our position 
contemplates any major expansion it is impossible to obtain funds from banks 
located, for example, in Boston or New York, because of the fact that we have no 
previous record with them, nor do we maintain an account with them. 

On the other hand, the local bank, if the risk is satisfactory in their opinion, 
is very glad to participate with the Reconstruction Finance Corporation in the 
placement of a loan up to the limit of their loan ability. This was done in the 
case of a substantial plant investment which we made a few years ago. 

Our payments to the Reconstruction Finance Corporation are completely cur- 
rent; have been made regularly, as per the agreement, and, as far as we can see, 
will be paid off either on time or in advance of the due date. Therefore, this 
joint action of the small bank with the Reconstruction Finanee Corporation 
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presented us the only opportunity of expansion which would be of help to small 
ndustry located in a country district. 
As a result of this investment we have substantially increased the employment 
our community, and have substantially increased the return from our quarries. 
Very sincerely yours, 
Joun M. Deer y, President. 


Tue Lenarp Co., Inc., 
Cambridge, Mass., April 7, 1958. 
PHoToswitcH INc., 
Cambridge, Mass. 
Attention: Mr. John Long, assistant vice president.) 
GENTLEMEN: We appreciate your letter of March 31 and your efforts toward 
e retention of the Reconstruction Finance Corporation 
The loan under which this company was operating was paid in November 1952 
Our relations with the Reconstruction Finance Corporation during the period of 
uur loan, April 1952 to November 1952, were highly satisfactory Without the 
issistance of the Reconstruction Finance Corporation, it would have been im- 
ssible for this company to fulfill its contractual obligations. We are interested 
at the activity fulfilled by the agency be retained. 
Yours very truly, 
Howarp L. Conen, President 


L. E. Mason Co., 
Boston 36, Mass., March 20, 1953 
Jonn A. Lona, 
Exe iLive } ice Presid nt, Photos bili h, Inc.., 
Cambridge, Mass. 

Dear Str: Your letter in reference to the Reconstruction Finance Corporation 
ias been received. 

I want you to know that I thoroughly agree with your viewpoint regarding the 
continuance of this fine agency. It is very gratifying to know that you are making 
a good effort to maintain the agency. I shall make my views known to both 
Senators Kennedy and Saltonstall and to Congressman John McCormack. 

Thank you for writing to me about this. 

Very truly yours, 
MarrHew M. Berman, President 


Mitier & Hous Corp., 
Boston 18, Mass., March 2S, 1958. 
Mr. Jonn A. Lona, 
Executive Vice Preside nt, Photoswiti h, Inc.. 
( umbridge, Mass 

Dear Mr. Lona: Thank you for your letter of March 18, enclosing copy of 
letter dated February 25 which you addressed to the Massachusetts Senators and 
local Congressmen 

I heartily agree with your views, except that I do not feel that they are expressed 
strongly enough 

Why there should be some “‘sharp-shooters”’ like Senator Byrd and a few others 
who want to put one of the few Government bureaus who have done a good job 
out of business, for the benefit of the hard-boiled and uncooperative banking 
fraternities, is more than I know. 

I am attaching, herewith, copy of an editorial by John Harriman, which 
appeared in the Boston Globe on March 19 end which covers my sentiments. 

I have hed a good deal of experience with the Boston office of the Reconstruction 
Finance Corporation, particularly with Mr. John F. Golden, Jr., the former 
manager 

In my opinion, the personnel of the Boston office of the RFC was superior in 
business acumen and banking experience to any similar group in any bank in this 
city 

Every effort should be made to continue the RFC. 

Sincerely, 
GeorGE C. MILLER. 








474 GOVERNMENT LENDING AGENCIES 
[From the Boston Daily Globe, March 19, 1953) 
ForGcetTinc Mink Coats, RFC Has Goop Recorp 


By John Harriman 


Wasninaton, March 18.—The Government’s giant lending agency, the Re- 
construction Finance Corporation, seems about to wither like the green bay tree. 

In Congress, Senator Harry Byrd is pressing a bill to abolish the agency lock, 
stock and barrel, turning over to other departments of Government such of the 
RFC’s activities as can not be forthwith liquidated 

There is, however, much opposition to Senator Byrd’s bill, both within and 
without Congress—notably from small business interests which have always found 
the RFC sympathetic to their interests and credit requirements. 


RUNS SYNTHETIC RUBBER PLANTS AT PROFIT 


If this opposition increases, as it well may, the agency may be pruned back 
by other means. Since 1950, when the RFC was reorganized, its lending policy 
has been set by its so-called loan policy board. This five-man board consists of 
the Secretaries of Commerce and Treasury, the Administrator and Deputy Ad- 
ministrator of the agency, and one other high Government official named by the 
President 

Thus, Treasury Secretary Humphrey and Commerce Secretary Weeks, acting 
with another Presidential appointee, have it within their power to reduce dras- 
tically the lending scope of the agency. 

This would about force it to close shop; lending policy has already been sharply 
curtailed as the result of scandals which brought the agency under congressional! 
investigation. 

Lending money is, of course, not the only activity of the RFC. The agency 
operates the only tin smelter in the country, and buys and sells tin. It also 
operates the Government’s abaca program. Abaca is a jute-like fiber produced 
in Central America. 

But synthetic rubber is the most important non-lending activity of the RFC 
which operates 28 plants doing a gross business of over $415 million a year—and 
turning in a $16 million net annual profit to the Federal Government. 

These rubber plants are now being readied for sale to private interests. 

Friends of the RFC in Washington point to the rather ironic fact that the 
agency for whose scalp the Republicans and Senator Byrd now thirst is one of 
the few departments of government to turn in an actual operating profit. 

In fiscal 1952, the RFC turned over to the Treasury $12,294,000 profit on it 
lending activities. Total payments into the Treasury from the agency in the 
current fiscal year amount to over $102 million, including interest on funds 
advanced and liquidation proceeds from various wartime activities. 


HAS AIDED 1 OUT OF 6 SMALL CONCERNS 


Whatever its future fate at the hands of a Republican Congress and a new 
administration, the RFC has written an impressive record in its 20-year history 

In this period it has made over 600,000 loans, dispersing around $16,800,000,000. 

On these loans—all of which had first to be certified as unacceptable to ordinary 
commercial lenders—the agency has a loss record of only about 1 percent. This 
is considered extremely low by even private banking standards. 

Throughout this 20-year period the RFC’s lending activities have returned a 
profit of over $600 million to the Federal Government. 

The unhappy mink coat scandals in 1950 hurt the RFC and opened the way 
for the sealing down or abolishment of the agency today. In the public indigna- 
tion which followed their disclosure it was forgotten that most of the RFC lending 
was without reproach, and provided a much needed lift for the smaller type of 
business in this country. 

According to the Department of Commerce, there are 3 million small businesses 
in this country. 

RFC records show in the past 20 years 500,000 small-business loans—that is 
loans under $100,000 

Thus the agency has, in fact, aided about 1 out of every 6 small businesses in 
the country 

It was the big loans that brought the RFC its unfavorable publicity. But 
they were actually few in number. 

The average RFC loan throughout its 20-year history was only $35,000. 
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Muvuticotor Gravure Corpr., 
Florence, Mass., April 18, 19658. 
Puoroswitrcn, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 


Dear Mr. Lona: We received your letter concerning the Reconstruction 
Finance Corporation with considerable interest 

It is the opinion of the officers and directors of our company that the Recon- 
struction Finance Corporation in our case has made it possible to gain the neces- 
sary financing which a small business needs to carry on its operations 

Furthermore, the quality of the financial investigations into the records of our 
company before a loan was granted was, in our opinion, exceedingly high and 
efficient 

From the experience of the Multicolor Gravure Corp., it is our feeling that the 
Reconstruction Finance Corporation is the only Federal agency making an out- 
standing contribytion toward furthering the success of small businesses by 
granting loans upon examination and qualification which enable those small 
businesses to carry on in a period when taxes so reduce profits so as to make it 
impossible to retain sufficient profits for the expansion of a business. Small 
business has virtually found it impossible to secure long-time borrowings from 
banks or insurance companies. 

It is our company’s hope that the Reconssruction Finance Corporation con- 
tinues to operate on the same efficient level as the Boston regional office has 
exercised in our case for the continued furtherance of small business. 

Very truly yours, 
Wituiam H. Kina, President. 


Reiss Associates, INec,, 
Newton, Mass., March 24, 1958. 
Mr. Joun A. Lona, 
Photoswitch, Inc., Cambridge, Mass. 


Dear Mr. Lona: I have your letter of March 18, 1953, in reference to the 
Reconstruction Finance Corporation 

I am wholly in accord with your views and I should hate to see this organization 
dissolve. I feel that in our case it has been of great assistance and know that in 
our case the funds we secured were not available either from a bank or an insurance 
company. I am sure that other customers of the Reconstruction Finance Corpo- 
ration were in the same condition. 

It is true that there have been some abuses of this organization in the past, but 
I have been advised that the Corporation has made a profit for the Government 
yearly which is more than other Government Corporations do. In my mind the 
abolition of the Reconstruction Finance Corporation would benefit only those 
large financial institutes who now realize they have made mistakes in not extending 
further credit to those people who finally turned to the RFC. 

You can count on my fullest support in every way 

Very truly yours, 
Ernest Reiss, President. 


Roperr B. Sanacen & Co.,, INe,, 
Rochdale, Mass., March 24, 1958, 
Mr. Joun A, LONa, 
Photoswitch, Inc., Cambridge, Mass. 

Dear Mr. Lona: We have your recent communication regarding the Recon- 
struction Finance Corporation. We have been dealing with the Corporation since 
1947, have made many requests since then and have found them to be most 
cooperative in every instance, They have been instrumental in the growth of our 
business to a great extent. Local banks have not been receptive toward this type 
of operation, particularly the liquefied petroleum gas end of the business, even 
though our operation resembles a utility company in that the consumer is de- 
pendent upon us for their cooking fuel, and in many cases heating, water heating, 
and refrigeration. 

The Reconstruction Finance Corporation has enabled us to secure funds for 
capital equipment expenditures which still assists in the war effort inasmuch as we 
service some war plants and because this is basically a defense area. We are 


83869—53——-81 








476 GOVERNMENT LENDING AGENCIES 


servicing other dealers with liquefied petroleum gas who serve areas outside of 
Worcester County as well. 

As you know small business is still the lifeblood of this country, therefore we fee! 
that the Reconstruction Finance Corporation is greatly assisting in the profitable 
operation of small business particularly in New England. We appreciate your 
interest in this matter and if we can be of further assistance please do not hesitate 
to call upon us. 

Yours very truly, 
Ropert B. Sanacen, 





SOMERSET PROCESSING CorpP., 
Fall River, Mass., April 16, 1958. 
Congressman JoserpH W. MarrTIN, 
House of Representatives, Washington, D. C. 


Sir: In view of the fact that this concern has had some experience with the 
Reconstruction Finance Corporation, we should like, if we may, to briefly tell 
you of the assistance we have received from the RFC, because of the fact that 
the question of curtailing or eliminating of activities of the RFC is to be considered 
in Congress, according to newspaper reports. 

Were it not for the assistance of the RFC, our corporation could not be in 
existence and would have been lost to this community. Most industries in Fall 
River employ mostly female help; excepting for the office force we employ all 
male help and contribute greatly to the welfare of this community. 

We know that the RFC has assisted many industries in the New England area 
where due to special situations private financing was unobtainable, and because 
of this we respectfully urge that this-ageney be continued without curtailing its 
activities and we feel confident that you will always have in mind the interests 
of industry in this area. 

Respectfully, 
Jose ALVAREZ. 


Vicrory TANNING CorpP., 
Peabody, Mass., April 6, 1968. 
PuHoroswitcnH, INc., 
Cambr idge > Mass. 
(Attention Mr. John A. Long.) 


Dear Sir: We are one of the small businesses which has been aided by the 
Reconstruction Finance Corporation. 

Our plant is a small one that employs between 35 and 40 workers. The business 
was started 10 years ago and during the war, as many other small businesses, 
progressed rapidly. However, with the termination of the war, business became 
more competitive and we, being small, had to be more keen in order to keep in 
operation. 

Nevertheless, in 1952 the leather market took a terrific drop thus forcing the 
smaller tanneries to shut down. We too, were one of these unfortunate tan- 
neries. Financial help was sought by us from our local banks and also from the 
larger banks in Boston, but to no avail. The excuse was the same everywhere, 
the financial risk was too great. 

Then, we turned to the Reconstruction Finance Corporation for help. After 
many negotiations, an agreement was reached between us. We were loaned a 
sum of money which made it possible for our plant to keep performing. 

We will say without a doubt that had it not been for the Reconstruction Finance 
Corporation, we would have had to go out of business completely. 

It has now been a year since we received the loan and since then the plant has 
been operating under full capacity. The greater percentage of debts which had 
accumulated during the slack period have been wiped off the books. 

We are happy to say that our association with the Reconstruction Finance 
Corporation has been most pleasant. We are most grateful for its aid at a time 
when we most had need of it. 

Therefore, it is our opinion that it would be a grave injustice to eliminate the 
activities of such an organization—an organization whose financial help keeps 
countless businesses in operation. 

Very truly yours, 
Peter Pacanis, Treasurer. 
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Warp Macuine Co., Ine., 
Breckton 80, Mass., March 23, 1958. 
Puoroswitcn, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 


Dear Mr. Lona: In response to your very interesting letter of March 18 with 
reference to the Reconstruction Finance Corporation please be advised that we 
are wholly in accord with the sentiments expressed in your letter to your Congress 
men and Senators. 

We feel it would be a severe blow to New England industry if the activities of 
the Reconstruction Finance Corporation were curtailed or eliminated. In our 
own particular plant this Government agency has been of untold help in per 
mitting us to expand and really go all out in defense production. 

If there is anything further that you would like to have us do to enable you to 
accomplish your purposes, will you please call on us. 

Very truly yours, 
\. SToneE, Treasurer. 


WEBSTER SPRING Co., 
Webster, Mass., March 26, 1958. 
Mr. Jonun A. Lona, 
Photoswitch, Inc., Cambridge, Mass 


Dear Mr. Lona: Your letter of the 18th is hereby acknowledged. I agree 
with all you sav about the possibility of eliminating the activities of the Recon 
struction Finance Corporation I notice, however, that the news reports in 
connection with the RFC are rather depressing, and the future of this agency 
seems rather hopeless 

Nevertheless, I am fully in aceord with your feelings of raising our voices in 
connection with this matter and I want to report to vou that in our experience 
we have found the RFC ageneyv most helpful in giving us the support when we 

veded it and wanted it We have found their attitude courteous at all times, 
and their approach cooperative 

We firmly believe that the service rendered by this agency is not in any sense 
in competition with existing banking services. As a matter of fact, we have found 
that the RFC augments the services of the conventional lending institution. For 
small companies such as ours, emploving about 100 employees, we feel that 
ordinary equity capital is not available from the usual banking sources, and that 
the financing offered by agencies such as the RFC is a much needed service by 
the small-business man 

Anv dimunition in its service or elimination of its activities would indeed by a 
hardship on many who rely on its services. We further believe that nothing 
would be gained by the taxpayer in reducing or eliminating this service. As a 
matter of fact, the economy can be extended, more jobs can be made available, 
and greater income in terms of taxes to the Government can be accrued bv the 
continuation of this agenev since it can support small business and help it to 
expand 

Yours very truly, 





Mac LEVINE, 


G. F. Moonry & Son, INc., 
Farmington, N. H., March 25, 1988. 
ProroswitcH, INc., 
Cambri ige, Mass. 
(Attention: Mr. John A. Long 


Dear Mr. Lona: Your letter of March 18 at hand; and while it was addressed 
to Mr. Lindsay the writer will take care of it inasmuch as Mr. Lindsay died under 
date of January 12. 

We might say that our corporation shares your views in the matter of the RFC; 
but from what the writer reads in the paper it is very apparent that the adminis- 
tration is going to allow the Reconstruction Finance Corporation to die a natural 
death next year; and there is very little if anything can be done about it 

It is rather unfortunate, we feel, to allow this Corporation to go out of existence 
because it has helped many small corporations; and unfortunately nothing is ever 
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said about the*corporations that it has helped weather storms’ and expansions, 
etc.; but plenty is always said about the few instances where pressure and other 
means have been used to secure loans, 
Please be assured that if there is anything that we en do to further the contin- 
uance of this Corporation we would be only too glad to go along with you. 
Very truly yours, 
F. R. Mooney. 


Garreau & Co., Ine., 
Newport, R. 1., April 2, 19658. 
Puoroswitcu, INc., 
Cambridge, Mass. 
(Attention: Mr. John A. Long, executive vice president.) 


GENTLEMEN: We are in receipt of your letter dated March 31 regarding the 
Reconstruction Finance Corporation. 

At the present time we are operating under a Reconstruction Finanee Corpora- 
tion loan. The securing of this loan enabled us to complete work on our Govern- 
ment defense contracts. Without this assistance we would have defaulted on our 
Government contracts. 

The service that the Reconstruction Finance Corporation has extended was to 
supply a need for financing when it could not be secured from the local banks and 
other sources. We find the Reconstruction Finance Corporation to be fair and 
just in all of our dealings with them and yet operated on a sound basis. 

We wish to add our voice to the thousands of others clamoring for the continu- 
ance of this valuable agency. 

If you desire any further information, do not hesitate to call on us. 

Very truly yours, 
Frank J. VAN Riet, General Manager. 





Hammet-Dant Co., 
Providence, R. I., March 24, 1958. 
Senator Turopvore Francis GREEN, 
Senate Office Building, Washington, D. C. 


Dear Senator Green: Through items in the daily press and elsewhere we 
have learned that the activities of the Reconstruction Finance Corporation are 
being curtailed and that a number of offices are being closed in preparation for the 
final elimination of this agency. Apparently it is planned to transfer to another 
Government agency the assistance provided by RFC to small businesses in con- 
nection with the defense program. 

In 1951 this company obtained a defense production loan which has enabled 
us to expand our volume of business to three times its former size, with the con- 
struction of a new plant in Warwick, Rhode Island. This has resulted directly 
in increased employment to Rhode Island workers and an increase in local payrolls 
from $300,000 to nearly $1,000,000. We estimate that $500,000 per year is now 
expended for manufacturing materials and supplies from local venders. 

Over 60 percent of our production is directly connected with the defense effort, 
to a large extent for the projects of the Atomic Energy Commission. 

We wish to emphasize that the cooperation received from the Boston agency 
of the RFC has been extremely gratifying and with a minimum of red tape, due 
to the experience and qualifications of the personnel. The employees of this 
agency with whom we have contact have all performed their services for the 
Government in an extremely conscientious manner. 

We are 100 percent for economy in Government but for the above reasons we 
earnestly urge that consideration by given to the transfer fo all qualified personnel 
from the RFC to whatever agency is designated to perform its defense and small 
business functions. 

Very truly yours, 


W. F. Wuirney, Jr., Assistant Treasurer. 
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Proctor Regis Ine., 
Proctorsville, Vt., April 8, 1953. 
Puoroswitcu INe,, 
Cambridge, Mass, 
(Attention Mr. John A. Long, executive vice president.) 

Dear Mr. Lona: The writer was out of town, and upon his return found your 
letter of March 18 on hand. 

With reference to same, I wish to advise that im our case the Reconstruction 
Finance Corporation loan has not only helped our growth but actually kept our 
company in existence, 

We in the State of Vermont find that the banks in our community are not large 
enough to make substantial loans, and besides, very few banks regardless of size 
are interested in making long-term loans to the small industries with limited 
working capital. 

It is a known fact that the bankers analysis of a financial statement is based 
primarily on liquid assets, and how many of us were in that position when we 
applied to the RFC for a loan? 

eccaioen. I heartily agree with you that over the last decade, extremely high 
Federal income tax rates, State income taxes, social security and unemployment 
taxes have left very little in profits for the expansion and growth of small business 
and because the Reconstruction Finance Corporation has accepted the responsi- 
bility of assisting us, we were able to grow and thereby help to improve the 
economic conditions in our community through steady, and increased employment. 

We all know that the backbone of our country is based on small industries. 
Therefore, unless the activities performed by this agency be maintained at their 
present level, the growth and expansion of small industries throughout the 
country will be retarded, and the economy greatly jeopardized. 

1 suggest that you present my comments and views, and that of the other 
borrowers in portfolio form to the United States Senators and Congressmen. 

Very truly yours, 
B. SHaARFF, 
President and General Manager 


Monvument Mitts, Inc., 
Housatonic, Mass., March 830, 1958. 
Mr. Jonn A. Lona, 
Erecutivc Vice Presider t, Photoswit A. Inc., 
Cambridge 42, Mass. 

Dear Mr. Lone: We received your letter dated March 18, 1953, covering the 
possible curtailment or elimination of the activities of the Reconstruction Finance 
Corporation, 

We are heartily in accord with the statements expressed by you in your letter 
of February 25, 1953, written to Massachusett'’s Senators and loca! Congressmen, 
and will certainly support any steps vou take to bring your viewpoint to the 
attention of the proper authorities 

In connection therewith, we are sending a copy of your letter to our New 
England Textile Associations who, we believe, should have a good reason for 
support of the Reconstruction Finance Corporation 

Very truly yours, 
B. Suaw, Vice President 





MIDDLE ATLANTIC STATES 


Warner W. Price Co., Ine., 
Smyrna, Del., April 3, 1958 
Mr. Joun A, Lona, 
Rrecutive Vice President, Photoswitch Inc., 


Cambridge, Mass 

Dear Mr. Lone: Thank you for your letter of March 31 relative to the con- 
gressional proposal to curtail or eliminate the activities of the Reconstruction 
Finance Corporation 

During the year 1952 we received an RFC authorization for a construction loan 
to permit us to build a new fertilizer manufacturing plant. Prior to receiving this 
loan we had contacted many banks in Delaware and several insurance companies 
which had been engaged in making mortgage loans in various parts of the State 
Our efforts in this direction were completely without success 
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We filed an application to RFC for this construction loan in April 1952, receiving 
the authorization in June. Construction of the plant began in November and 
it will be completed in June 1953. Up to this time our relationship with RFC has 
been entirely satisfactory and we feel we have been given very fair treatment by 
them. 

Ours is a very small corporation serving a local area. The business dates back 
to 1884, and the plant we are replacing is our original one. During the 70 years 
in which we have been in business we have made small but steady gains, at all 
times maintaining a satisfactory credit picture. However despite this history 
of satisfactory performance RFC was the only lender willing to consider our 
proposition. 

If RFC had not granted us the construction loan we received our company 
would have been forced to go out of business due to the age and condition of our 
old plant. The company had not been able to accumulate sufficient cash reserves 
to finance this construction. This would have been a situation in which a healthy 
growing business would have been forced into liquidation had it become impossible 
to replace its manufacturing facilities. RFC was the only agency really sympa- 
thetie to our particular problem. 

We therefore feel that the operations of RFC should be continued in some degree 
with special emphasis toward helping small business. We have made these views 
known to both Delaware Senators and our one Representative in Congress 
Their acknowledgments have indicated that they are willing to consider aid to 
small business, but they do not state exactly how they feel about RFC in this 
regard. 

Very truly yours, 
Warner W. Price, Jr., President. 


Tae AnRENDT INSTRUMENT Co., INC., 
College Park, Md,, April 18, 1958. 
PuHotroswitcu Inc., 
Cambridge 42, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

GENTLEMEN: In reply to your letter of March 31, 1953, we are happy to be able 
to speak most highly of our dealings with the Reconstruction Finance Corporation 
and the assistance we have received from it. 

Our operations are principally in the manufacture of instruments for the armed 
services, as a part of the defense program. ‘The aid received from the RFC has 
enabled us to double our previous plant area, purchase necessary equipment, and 
offer increased employment to our community. This has resulted in permitting 
us to bid on contracts for which we would not otherwise have been qualified, and we 
feel that the benefit which we have received from the loan also reflects a benefit 
to the Federal Government through the savings obtained where we are low bidder. 

It has been a particular pleasure to do business with the RFC through its Rich- 
mond office because though it is most thorough in checking that the provisions 
of our loan are carried out, it has always been extremely prompt in answering 
our communications and in remitting checks in accordance with the loan terms. 

Very truly yours, 
W. R. Anrenpnt, President. 


Bowen & Co., Inc., 
Bethesda, Md., April 4, 1958. 
Puoroswitcn, INc., 
Cambridge 42, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

Dear Mr. Lone: We have your letter of March 31, requesting we state our 
interest in Reconstruction Finance Corporation. You are correct in stating that 
we are currently building a plant under an RFC loan. 

It so happens that Bethesda is located in a nonindustrial section with a result 
that banks are very hesitant in making loans for industrial purposes. In lieu of 
the above, it was necessary for us to obtain financial aid from other sources. We 
made application to RFC for a loan and were given favorable consideration. 

There is no doubt that there are many other industries throughout the country 
requiring similar help, and we believe that the RFC should be continued, or some 
other similar agency setup. 

Sincerely yours, 
L. M. DaNGERFIELD, 
Vice President and General Manager. 
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ADAMAS CARBIDE Corp., 
Harrison, N. J., April 6, 1953 
Mr. Joun A. Lona, 
Erecutive Vice President, Photoswitch Inc., 
Cambridge, Maas 

Dear Srr: Your letter of March 31 regarding possible curtailment in the 
ivities of the Reconstruction Finance Corporation received 
The Adamas Carbide Corp. at present has an RFC authorization which will 
enable us to complete certain expansion plans for the defense program. Our 
corporation has been granted a certificate of necessity, but without the necessary 
funds, any expansion would be impossible due to the present requirements of our 
growing business 

Adamas Carbide is furnishing tungsten carbide tool tips to a large number of 
defense contractors and one of its principal customers is the Chevrolet shell 
division of General Motors Corp. in St. Louis, Mo. This particular plant, with 
its urgent requirements, has stretched our current capacity to its limit and by the 
above-mentioned expansion we will be able to more efficienctly take care of their 
and many other requirements in the months to come 

If there is any additional information you feel would be of value, do not hesitate 
to contact us 

Very truly vours, 








FE. L. Drerer 


ArrTRON, INC 
Linden, N. J., April 14, 1958 
Hon. H. AexaNnperR Smrra, 
The United States Senate, Washington, D, C 

Dear Srr: We are a manufacturer who has been in a position of expanding 

s activities for the past vear. This expansion has been limited by our ability 
u late capital and profits, and our only opportunity for expansion has 

been through obtaining commercial credit 

In some cases this credit has been limited and we have had occasion to make 
application to the Reconstruction Finance Corporation for additional assistance 
It is only bv financial aid through this organization that we have been able to 
expand our operations to meet the need for our production, which has been used 
for the overall defense effort 

It is our sincere belief that the activities performed by this agency should be 
2intained on a limited basis, and available to supply credit to small organizations 
who are in the process of expansion in order to meet production for the defense 
effort: and those organizations who may be in financial trouble resulting from 
acts of God or because of the general economic conditions in the country durin: 
periods of depression, and when credit is not available from other commercial 
sources 

It would be a step in the wrong direction to weaken our economic system at 
this time bv elimination of such a desirable credit medium, and we strongly urge 








that vou present our views in vour report to Congress 
Cordially yours, 
Davin INGALLS, President 


Curpen RocKtroon Co., Inc 
Rockaway, N. J., March 6, 1958 
Hon. H. ALEXANDER SMITH, 
United States Senate, Washington, D. C 
My Dear Senator Smirn: It has come to our attention through the press 
that the Honorable Senator from Virginia, Mr. Byrd, has introduced a bill to 
abolish the Reconstruction Finance Corporation We are writing to you in the 
hope that by giving you a small-business man’s viewpoint it will help you make 
your decision, when and if the bill comes up for passing 
Our business was started after the last war on a $2,000 GI loan and has grown 
from that feeble beginning to a very successful business employing 11 people and 
doing over a million dollars’ worth of work a year 
We manufacture rock drilling tools, sell and service machinery and supplies for 
rock drillers, and are engaged in a long-range experimental program to produce 
better products to do this type of work. The majority of our tools are used in 
mines, tunnels, and general construction In the last 2 years we have been doing 
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quite a bit of business with the Government, selling them tools for work on 
classified projects all over the world. 

Our biggest stumbling block has been to get working capital. Our taxes this 
year alone, will be about $30,000 on a $60,000 profit, and yet we have tied up 
twice that amount in inventory, better equipment, and higher accounts receivah| 
Thus, we have arrived at a point in our business where if we are as successful this 
year as we were last year, we will be teetering on the verge of bankruptcy. 

We could see this coming 2 years ago and laid out a course; we brought in a 
business engineering company, and following their advice, streamlined all our 
saperwork, started perpetual inventories, instigated cost systems and in general 
Soca up the level of our administration so that there would be no question of 
efficiency of accuracy when we went out to borrow money. We had them make 
a long-range survey of financial needs based on certain lines of activity and found, 
to our dismay, that if we did not raise working capital we would be in a very 
precarious position when we hit a yearly level of sales of $1,200,000. 

Armed with all this information and with an excellent statement of earnings 
we approached eight different banks and were tuned down by them. We went 
to insurance companies, building and loan organizations, and trust companies, 
and got the same turndown from them all. None could lend long-term money on 
fluid asets. However, strangely enough, they all had friends to whom we were 
directed, who could lend us the money privately—for only 20 percent of the profits 

We then approached the RFC and were very courteously received. We wer 
impressed with the thorough way in which they investigated our business, our 
background, and our capabilities. After about 3 weeks, we were notified that our 
loan had been approved and had been sent down to Washington. It is down there 
now being processed, and, we hope, being approved. 

The point of this long, windy letter is this—where else could we have gone to 
procure money? If we do not get the money, the Government is going to be the 
biggest loser, since we have saved them in competitive bidding in the last 2 year 
more than the amount of the loan. One of these days, if we get in a shooting war, 
the new products that we are developing will be a vital factor in helping keep up 
mining production. Naturally, we are making money on our Government busi 
ness, but all we ask is that we have a source to borrow from for working capital a 
we expand. We have put up enough collateral and the RFC has put up enough 
safeguards, so that no matter what happened adversely to us, the Government 
could not lose. 

We all know that during the last administration the RFC was used as a politica] 
feedbag on certain. occasions and showed poor judgment in others, but on the 
whole, for evey case that was mishandled there were probably 50 loans like ours 
that had merit. It would seem that the solution to the problem would be to 
tighten controls on toans with an impartial board of financial experts to have the 
final word. If private institutions cannot meet the needs of defense plants and 
of small business in general, there is good reason for the Government to step in, 
since small business is the backbone of our economy. 

Yours very truly, 
Denis J. Garner. 


FeperaL Tevernong & Raprio Corp., 
Clifton, N. J., April 15, 1968. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 


Dear Mr. Lona: In reply to your letter of March 31, 1953, relating to the 
RFC assistance to the Clara Maass Memorial Hospital of which I am chairman 
of the building committee, I should like to go on record with you that without 
the RFC assistance, our proposed hospital for 312 beds, serving a population area 
of approximately 2 million persons, could not be built, 

The RFC loan will be approximately half of the funds required for this structure, 
and as the population on which we are dependent for support is for the most part 
of the lower income level, we could not hope to obtain from this group the financial 
support necessary. 

I trust that this letter supplies you with the information requested. 

Sincerely yours, 
Grorce T. ScHARFFENBERGER, 
Assistant to the President. 
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Conrro, Evxecrronics Co., Ine., 
Huntington Station, N. Y., April 2, 1958. 
Mr. Joun A, Lone, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass, 


Dear Mr, Lone: We are in receipt of your letter of March 31, 1953, concerning 
continuance of the Reconstruction Phinues Corporation. 

Please be advised that we strongly believe that the RFC should be continued 
and we are strongly in accord with your letter of February 25, 1953, to Massa- 
chusetts Senators and Congressmen urging continuance of this agency. 

Our loan has not as yet been disbursed to us, since certain negotiations must 
first be completed; however, we expect this to be in the near future and consider 
that such a loan and such an agency are vital to the healthful operation and 
expansion of industries such as ours, 

At present, all our contracts are prime defense contracts in which we are 
producing numerous items and services of use to the Armed Forces. As it 
happens in a number of these contracts, payment is made upon completion of 
the contract and sometimes even then not until considerable delay has occurred, 
Loans for working capital are of great importance to us and often cannot be 
obtained through other sources 

We should like to point out that for small businesses, which is any business 
employing fewer than 500 people, of which we are one, of equal importance is 
the continued and even expanded operations of the Small Defense Plants Agency. 

Yours very truly, 
Aurrep C. WALKER, President. 


GENERAL Propvucts Corp., 
Union Springs, N. Y., April 3, 1953. 
Proroswitcnr, INc,, 
Cambridge 42, Mass. 
(Attention Mr, John A, Long, executive vice president 

GenTLeMEN: This will acknowledge vour letter dated March 31, 1953, with 
respect to the elimination of the activities of the Reconstruction Finance Cor- 
poration 

We are not presently operating under an RFC loan. We are, however, ne 
ating a loan with the agency for the purpose of adding to our present fa 
which has become extremely urgent due to the extent of war production which we 
are engaged in. In addition to the loan which we require for expansion, we are 
requesting a small loan for operating purposes on Government contracts 


roti- 


ilities 









Bs sin our local area are not set up to handle the type of financing we require 
and » only agency available to us is the Reconstruction Finance Corporation 
W ut the assistance of the RFC, we would be unable to make a significant 





contribution to the national defense effort and I believe many small companies 
face the same problem 

\ letdown in our national defense effort at this crucial time seems inadvisable. 
Consequently, a decision to discontinue the financial support which is desperately 
their efforts on the behalf of national 


eeded by many small companies to continue 





defense, would be likewise inadvisable 

















We cannot too strongly urge Se erick G. Payne, chairman of the special 
Ree ction Finance Corporation Subcommittee of the Senate Banking Com- 
‘ that th © nee i for retalning tt © Recor structior Fir ance Corporatio 1s 
wor ghting for an >» of it would seriously hamper our activities 
< behalf of the nat ai detense 
We t us t = or at n ~~) t t T r ‘ rp TDoses 
Very ily yours 
, Epwarp G. Horry, Ger Vanager 


LeConte Prastics Co., Inc 
Farmingdale, Long Island, N. Y., April 13, 1953. 
ator Invinc M. Ives, 

Senate Office Building, Washington, D. ¢ 
Dar Sire: I have read a good deal about the current feelings of many people 
in Washington regarding the elimination of the Reconstruction Finance Corpo- 
ration. My experience has | ! ! 
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een that this agency has rencered a great service to 
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small businesses where banks were not willing to participate in loans. Many 
functions performed for the defense effort are currently in production because 
they were helped with Reconstruction Finance Corporation loans. 

Our corporation is currently applying for a loan to complete a large press which 
will enable us to make large parts required for the defense effort such as pack 
sleds for the Arctic zone, aerial camera containers, large plastic waveguides, 
parachute bin containers, ete. This large press will fill a great need in the ad vance- 
ment of the low-pressure reinforced fiberglass field which is essentially a very 
new industry that has many applications in the defense effort. 

I personally feel it would be a mistake to deprive small business of the very 
important function of the Reconstruction Finance Corporation, 

I respectfully suggest that the activities performed by this agency be main- 
tained, especially where small industry is concerned, 

Sincerely yours, 
Cuaries R, LeConre, President. 


Lester Associates, INC., 
Hastings-on-Hudson, N, Y., April 14, 1958. 
Joun A, Lona, 


Photoswitch, Inc., Cambridge, Mass. 


Dear Mr. Lona: Without the aid of the Reconstruction Finance Corporation, 
I doubt very much if we would be in business toady. Some of our problems are: 

1. Small organizations with limited capital are at a great disadvantage in dealing 
with the United States Government under prime contracts. 

2. Delays in making payments against invoices billed for materials shipped are 
as long as 4 months and never less than 2 months. 

3. Delays in paper work such as the revision of a contract due to amendments 
which take 3 to 5 months to process, hold up payments due on materials shipped. 

1. An experimental and development group such as ours, never earns a high 
profit on any of its work although the job may be high in cost, relatively. 

These and many other problems were solved by a loan from the RFC, covered 
by substantial Government contracts on training devices for guided missiles. 

Very truly yours, 
RayMonp A, Lesrer. 


ReIcHARD-CouLstTon, INc., 
New York, N. Y., April 7, 1958. 
Re Reconstruction Finance Corporation 
PnuoroswitcnH, INnc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president) 

Dear Sirs: Your interesting letter of March 31, written to our Bethlehem 
Office, has been sent to me. 

We feel exactly as you do and shall be very glad to follow along, as you have, 
to keep this organization going. After all, it seems very silly to start another 
organization to do the very same thing with a different name. 

We will write to you per your last paragraph and also to our Congressmen, and 
so forth, very shortly. 

Very truly yours, 
W. I. Counston, 
Vice President and Treasurer. 


Oup CoLtony Hostery MILs, INc., 
Milroy, Pa., April 8, 1958. 
Puoroswitcu, INc., 
Cambridge, Mass. 
(Attention John A. Long.) 


Dear Str: We have your March 31, 1958, letter pertaining to proposed temri- 
nation of RFC. We did not take up the loan authorized for us by the RFC 
because we did not at the moment deem it expedient to proceed with the moderni- 
zation program we had in mind. In our last minute study prior to proceeding, 
we learned of certain facts which led us to believe that it would not be desirable 
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to proceed at that time because of new equipment which we learned were on the 
drawing board. This new equipment is now being marketed and we are anxious 
to carry out our modernization program. 

We are again applying for this loan. We know of no other place where we can 
get the funds for this purpose and should our application be rejected, although 
our financial position is now much stronger than it was at that time, we will be 
faced with a very serious situation. I believe we will have to decide whether to 
close down this business because it will not be economical to proceed with this 
old equipment. 

Frankly, in our opinion, it will be a sad day for a small business should the 
resources of the RFC be taken away from us. These resources are twofold in 
that there is a direct opportunity to borrow funds from the RFC, and second, in 
our opinion there is no doubt whatsoever but what the RFC can indirectly exer- 
cise a moderating influence with the other lending institutions. 

We sincerely hope that the RFC will pe retained as an important factor in the 
national financial structure particularly that phase of finances pertaining to small 
business. 

Yours very truly, 
Max FisHer, President. 


Parsons Bros. Siate Co., 
Pen Argyl, Pa., April 6, 1953. 
Puoroswircs Inc. 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 


Dear Mr. Lona: Responding to your latter of March 31, 1953, inquiring how 
we feel about the present move in Washington of liquidating or limiting the 
activities of the Reconstruction Finance Corporation. 

We appreciate and want to thank you for your interest in working with the 
‘“‘powers-to-be”’ to keep the RFC going. 

We are an old successful slate company, established in 1892. In 1948 we 
experienced a cave-in of our slate quarry that put us out of business overnight. 
Immediately our friendly quarry competitors cooperated with us in furnishing 
us slate rock to keep our mills, organization, and men going until we developed 
anew quarry. After spending $100,000 developing a new quarry with our reserve 
cash, we secured & loan from the RFC. 

When this loan was half paid off, we then secured another to build our new 
mill costing with machinery $250,000, making our total loan $90,000 which 
included the small balance of the first loan. Then, due to the steel and building 
trade strikes last year, we didn’t make any money, which embarrassed us that 
we now have our application in for a third loan, making it a total of $125,000, 
to straighten us away. This application we filed February 1953. 

Since our bank, as many others are, was too small to handle our story, we 
don’t know what we would have done if it were not for the RFC. They really 
did a good job in helping to reconstruct our business for which we are sincerely 
thankful and feel by all means this organization should continue since it hurts no 
one, especially the small banks, is self-sustaining, and can help industries keep 
America rolling. 

Trusting our Congressmen and Senators appreciate what good the RFC has done 
and will continue their efforts to keep it going, we are, 

Yours very truly, 
H. Lucas Parsons, President. 


TELEFLEX, INC., 
North Wales, Pa., April 6, 1953. 
Mr. Joun A. Lone, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Mr. Lone: In reply to your letter of March 31, we are very happy to 
lend our assistance to you in your efforts to delay Government action in dissolving 
the RFC organization. 

This company started business in 1943 and was engaged almost entirely on 
defense orders. Our available capital was very limited and profits were in- 
sufficient to provide funds for new equipment. Equity capital was unobtainable. 
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Our production expanded very rapidly and we certainly would have found it 
impossible to meet our production schedules without the assistance of funds 
through “V” loans and RFC loans. 

Our whole financial structure is still based on RFC and DPA loans, and 
although we have reduced them considerably, we feel that continued backing 
by such loans is most essential to us. 

The process of expansion is still going on and this year will show the highest 
production level in our short history. The fact that the greater portion of our 
volume is due to defense needs it is our opinion that the facilities of Government 
loaning agencies should be continued in effect so long as growth corporations 
are so involved with and dependent upon the defense program, 

Yours very truly, 
A. J. T. Srurrock, Secretary-Treasurer. 


SOUTHEASTERN STATES 


Tropicat Orn Macuine Co., 
Washington, D. C., April 18, 1968. 
Puoroswitcn, INc., 
Cambridge, Mass. 
(Attention John A, Long.) 


GENTLEMEN: We would like to express our feelings concerning the Reconstruc- 
tion Finance Corporation. Our relationship has always been on a very agreeable, 
businesslike basis, much the same as it would be with a commercial bank. RFC 
has the distinct advantage to small businesses of being able to make loans on 
capital equipment on a longer term basis than do commercial banks. In our 
instance, Washington being a diplomatic, rather than a commercial town, they 
made us sensible loans based upon mortgages of industrial equipment which could 
certainly be described as sound equity capital. 

And how would America benefit by the functioning of the RFC? By proper 
use of the capital funds we borrowed from the RFC, we were abie to successfully 
develop several very notable improvements in military ordnances. Yor example, 
we have developed a firing mechanism for aircraft gunnery which has been so 
prominent that test combats showed a ratio which a plane equipped with the 
new device could successfully shoot down 25 without them. If this is interpreted 
to its proper meaning, its significance is that combat air forces one twenty-fifth 
the size of its opponent can successfully defend or attack its objectives. We 
believe the savings to the taxpayers with this development, will run into millions 
of dollars, far in excess of our total small loans aggregating some $40,000. 

The funds of the RFC have been very helpful to us while we have been carrying 
out several very important programs. It is my personal feeling that the RFC 
cannot be replaced by any lending agency and with its absence, would go into 
oblivion one of the understanding and helpful friends of little businesses who are 
not large enough or for other reasons, cannot secure commercial bank backing. 

Certainly, on the other hand, it cannot be claimed that the RFC has not shown 
adequate sagicity in their dealings, as they have shown good profits. It seems 
to us that abolition of this institution would be a very foolish and unsound objec- 
tive and we add our thoughts along with many others that this consideration now 
under way will be defeated. 

Very truly yours, 
CLARENCE T. Nemrr, General Manager. 


Choctaw MaNnuracturina Co., INc., 
Silas, Ala., April 9, 1958. 
Pxroroswitcu, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long.) 


GENTLEMEN: Reference is made to your letter of March 31, concerning our 
experience with the Reconstruction Finance Corporation. 

In the year of 1950, some of the leading citizens of our town decided to try to 
bring some kind of industry into our community. A committee of three sold 
stock for a garment factory. It took this money to buy machinery and equipment; 
then we could not rent a building and our local banks were not able to finance a 
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building large enough for this factory. Our only chance was to borrow money 
from the Reconstruction Finanee Corporation, which we did. 

In December 1952 our plant was operating on Government Navy contracts, 
which we were not able to finance; again the Reconstruction Finance Corporation 
granted us a loan. 

We live in a rural area where there has never been any kind of work for women 
until this factory started operating. So without the help of the Reconstruction 
Finance Corporation, the 100 people we now employ would be out of work. 

You can readily see what the Reconstruction Finance Corporation means to us 
and other small manufacturers throughout the country. 

Very truly yours, 
R. M. Orsey, President. 


Davis Lumper Co., INe., 
Cullman, Ala., April 6, 1953. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Srr: Your letter of March 31, regarding our experience with the RFC. 

We obtained a loan from the RFC and our relations have been very satisfactory. 

We live in a small town, served by small banks. Our bank is limited under 
Federal laws to $20,000 to loan to any one firm or corporation. 

In our business our need was much more than this. We had no established 
large town bank connections, therefore, we had to turn to the RFC, 

If it is practical to curtail or eliminate the functions of the RFC then there will 
be a gap which could be filled only by relaxing the bank laws. In brief, the RFC 
has a function in our economy, especially in the South, to enable small young 
businesses to expand and grow. 

We are writing our Congressmen urging that they help in the fight to not leave 
businesses such as our stranded with no means of long-term financing. 

Yours very truly, 
B. C. Davis, President. 


Town or Garven Ciry, 
Garden City, Ala., April 10, 1953. 
Mr. Joun A, Lona, 
Executive vice president, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Sir: We understand that consideration is about to be given in Congress 
to either curtailing or eliminating the activities of the Reconstruction Finance 
Corporation, 

We would like to say that the Reconstruction Finance Corporation is at the 
present time making it possible for our little town of 534 population to finance 
a waterworks system in one of the worst iron and sulphur water sections that we 
have ever heard of. Private financing companies would not handle the loan 
necessary to get the waterworks and had it not been for the Reconstruction Fin- 
ance Corporation, we probably would never be able to get decent water. 

We believe since we are going to get good water that our little town will begin 
to grow. The water situation has held our town back for vears. We do have 
other conditions that would attract, we believe, some kind of industry to our 
town—such as U. 8. Highway 31, railroad and a river with an abundance of water 
all vear, close to the steel and iron producing center of Birmingham, Ala., etc. 
Very soon now there will be a natural gasline run through our town and we hope 
to be able to enjoy its advantages and we are going to try to get it financed by 
private firm. 

We have mentioned all of the above to show you just what the Reconstruction 
Finance Corporation means to little towns like Garden City, as well as larger 
towns and cities and individuals. We shall ever be grateful for the contribution 
this corporation has made possible here. 

We strongly favor the continuance of this agency and urge that all action be 
taken that is possible to this end, which we believe will be in the interest of all the 
people. 

Very truly yours, 
CARRIE May SHAVER, 
Town Clerk and Treasurer. 
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Jounston-Crowper Manuractunine Co., Inc., 
Birmingham, Ala., April 9, 1958 
Senator Freperick G. Payne, 
Chairman, Special Reconstruction Finance Corporation Subcommittee, 
Senate Banking Committee, Washington, D. C 


Dear Senator Payne: We note with a great deal of concern that consideration 
is being given by Congress at this time to either curtailing or eliminating the 
activities of the Reconstruction Finance Corporation. We feel that unless we 
express directly to your committee our experience and thoughts on this matter, 
we will be doing a great disservice to a stabilizing factor in the economy of this 
country and to a loyal and conscientious agency which plavs a part therein. 

It was through the help of a joint participation loan from the Reconstruction 
Finance Corporation and a local bank that our company was enabled, after a vear’s 
operation, to make its first expansion in 1946. This loan was of inestimable 
help to us in the early growth of our company from a beginning of 2 employees 
in 1945 to 15 employees in 1951. 

At that time, we had learned of the urgent need of the Government for addi- 
tional manufacturers to produce Government contracts in the field of wood prod- 
ucts and related items. We had successfully bid and completed 3 or 4 stall 
Government contracts. We then made a successful bid for furnishing walnut 
gunstock blanks for the M-1 rifle. We were unable, however, to secure financing 
for such a large contract through local banking channels—and would have been 
unable to process the contract without the assistance of the Reconstruction 
Finance Corporation. 

With the aid of the loan program as administered by this agency, and its efficient 
and considerate handling of these loans, our firm has virtually completed this 
contract, and has entered into two others which are in the process of completion 
In all, we have produced, or are producing, eight contracts with the Ordnance 
Department of the Army, roughly worth $475,000. These were direct contracts 
a not subcontracts. 


These loans have enabled this company to double the number of employees 
during the past 2 years. Fifteen employees in June of 1951—33 employees in 
April of 1953—and for most of the intervening months. With the assistance of 
these loans, this firm has paid out in direct wages to employees during the last 


3 years approximately $110,000. 

These loans have had the effect of broadening the base of the industrial capacity 
for this country for wood products, which is our line of business, This is true 
because, through these loans, we have been enabled to become one of 4 or 5 
current producers for walnut gunstock blanks for the M-1 rifle. At the time we 
went into this particular program, apparently the walnut industry was unable to 
supply the Government requirements for this particular item. 

In regard to the handling of these loans by the local office of the Reconstruction 
Finance Corporation under the direction of Mr. Fred C. Foy and his able staff, 
they have at all times made every possible effort to give us any and all assistance 
that was at their disposal to process these loans promptly. They guided us 
carefully in the preparation of the applications to see that the loan applications 
went through with efficient handling throughout the various channels which they, 
of course, had to travel. 

We find that they have been most careful in their analysis of these applications, 
and yet with all this, that they have worked with the idea that their busines: 
is to help industry, where feasible, to perform these Government contracts where 
financial assistance is needed 

It has been our experience in trying to get the financing to handle these Govern- 
ment contracts that the local banks have, in general, taken the attitude that this 
was a job the Reconstruction Finance Corporation was designed for, and they 
would much prefer that we go to that agency for the financing of our Government 
contracts. 

We do not believe that there are any indications present today in the economic 
structure of this country which will encourage the local bankers to change their 
attitude in this regard. Unless there is some agency in the Government which 
will render financial assistance to small firms and large firms to handle the financing 
requirements entailed in the large dollar volume required in Government contract 
work, this work will not go forward. 

As you full well realize, most Government contracts are in larger quantities than 
the normal single contracts which might be signed or accepted by any given com- 
pany for any one item of production. This, in itself, demands that careful prep- 
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aration be made for giving financial assistance to companies who are willing and 
able to bid competitively for Government contract work 

In our experience in arranging for outside financing, we have seen no more care 
ful and efficient and courteous handling of loan applications than we have seen 
in the Reconstruction Finance Corporation offices in this city and in Washington 
D. CG, 

Yours very truly, 
R. 8S. Crowper, Vice President 


Pascnat’s Darry, 
Enterprise, Ala., April 6, 1953, 
Mr. Joun A. Lona, 
Rrecutive Vice President, Photoswitch, Inc 
Dear Str: In answer to your letter of March 31, would like to say that the 
continuance of Reconstruction Finance Corporation certainly would be. an asset 
to the small-business world. In my case particularly The increased volume 
of business presented problems beyond my financial reach and my bank being a 
small bank could not finance a loan to take care of the equipment that I had to 
have. He advised an RFC loan and he now shares 60-40 in it and makes it 
possible for another small business to go forward, I do think the privilege of 
borrowing from them has been abused in some cases but in my particular case, 
there was no stone left unturned in investigating before my loan was granted 
My dealings so far have been very pleasant with the office in Birmingham and 
I personally would like to see RFC a continued agency, or something of the kind 
for small businesses. 
Yours truly 


V. W. Pascal 


SUNSHINE MILLS 
Red Ba lia Ap iv, 1 ; 
Proroswitecn, LN 
Cambridge, Mass 


GENTLEMEN: The Reconstruction Finance Corporation has assisted us materi 


ally in the establishment and continuation of our operations 

They have worked in very close connection with our local bank in assisting us 
with our financial requirements 

In order that we might buy the bulk of the farmers corn at the time they wis 
to sell, it has been absolutely imperative that we have financial assistance This 
the Reeonstruction Finance Corporation has furnished in connection with our 
local bank. 

It is essential to the growth and expansion of businesses such as ours that the 





Reconstruction Finance Corporation continue opers 
Sincerely vours, 


Frev G. Bostick, Jr 


Vuncan Aspravt Rerinine Co,, 
Cordova, Ala., March é 1953 

Hon. Jonn SPARKMAN, 

Senator, Senate Office Building, 

. Washington, D. ¢ 

Dear Senator: We are familiar with the recent bill prepared by Senator 
Byrd of Virginia, abolishing the RFC in June 1954, and we 
Banking and Currency Committee is currently taking hearings as to the advisa 
bility of this. The RFC is operated on an efficient and effective, businesslike 
basis and it has, and currently is, making money for the Government It suy 
plies a lending agency which did not exist and it tends to strengthen our economic 
system. Our personal contact with the Birmingham branch of the RFC show 
these employees to be astute and thoughtful in their business analysis 
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We have contacted numerous small-business men in our area. I am sure that 
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does not entertain any practice that is not in the best interest of free enterprise 
and free enterprise remains the stronghold of democracy. 

If in any way, our company ean be of assistance to you in preparing the facts 
to submit to the Banking and Currency Committee, please advise ua. 

Since starting this letter, we have been advised that the local office of the REC 
is being closed in Birmingham and that an area headquarters will be established 
in Atlanta, Ga. Of course, we are comparatively new in this area but it is our 
understanding that the Birmingham office has gone a long way toward promoting 
industrial growth in this section and has actually made more and better loan 
than can be found in many other areas of the United States. If it is at all po 
sible, we would appreciate your doing everything to retain this office in Birming 
ham or some office similar to it because this area has just begun to move. A 
lending agency of this type can insure continued growth and we feel that a large 
part of the work now being done would be delayed and some completely curtailed 
by moving this office from the Birmingham area. 

Very truly yours, 
, Secretary-Treasurer. 


Wire Propucrs Co., 
North Birmingham, Ala., April 10, 1968. 
Senator Joun J. SpankmMan 
Senate Office Building, Washington, Bike 


Dwar Senator Sparkman: We have just recently had approval of our third 
application for a loan with Reconstruction Finance Corporation. 

At the time we made our first loan in 1947, we had approximately seven 
employees. We were enabled by this loan to add an item to our line that w 
foreign to this section, at the same time adding three employees. The sam: 
transpired on our second loan made in 1949, and today we have 23 who are 
regularly employed, and 4 additional who work for us periodically. 

The loan recently approved is for $45,500, approximately $10,500 will pay off 
the existing loan, about $15,000 for a building, and the balance for operating 
capital. The new item we are to produce will give employment to approximately 
10 more people. 

Our first bank loan was made in 1939. Since then we have enjoyed excellent 
bank connections to the extent that we can get money necessary to buy presently 
necded materials. The longest period for which we have been able to obtain bank 
money has been for 60 days. vou will readily understand that expansion is not 
possible with 60-day money. 

The last loan actually gives us only $35,000 of new money. For this we have 
mortgaged real estate and equipment having pene value of three times this 
amount. We have made every payment to RFC as agreed, and when due. We 
understand that the RFC turns a profit from its operations. Since it does not 
compete with, but helps private enterprise, we are at a loss to understand why 
there are those representing us that are willing to see it die. It is natural, | 
suppose, that we would be strongly in favor of it, but we realize that while it 
helps us, it also helps our competitors at the same time. We feel that it fills a 
definite need in our economy. 

If your sympathies lie with the small operator, I’m sure your influence will be 
felt if you will use it toward keeping RFC in force. 

With kindest regards, I am 

Yours very truly, 


Bayview Home Butiptne Co., 
Valparaiso, Fla., April 24, 1962. 
Senator Spessarp Howuianp, 
Senator Georace SMATHERs. 

GenTLeMeEN: Although it is generally more popular to criticize agencies of the 
Federal Government, I would like to register with you gentlemen my highest 
compliments to the operation of the Reconstruction Finance Corporation office 

Jacksonville, Fla., strictly from the standpoint of its service to the smallest 
type of qualified business enterprises in our general area 

Specifically, I wish to state that had it not been for a small short loan made to 
me soon after the Korean war started, I would have been forced into complete 
bankruptcy through no mismanagement on my part, but as a result of conventional 
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banking institutions recalling most commitments of operative capital from many 
small businesses, which left most of us “high and dry” and at the mercy of in- 
different bank presidents 

Any loans that I have made from the Jacksonville office of the RFC have been 
granted without bias or favor, under the strictest type of banking procedure, but 
expedited by a most considerate and cooperative staff, 

We all know too, the agency has been a bulwark in time of emergency every- 
where, and in undeveloped areas such as ours, many communities have the neces- 
sary municipal facilities that would not otherwise have been possible if the aid of 
the agency were not available, and to my knowledge, these things have been ac- 
complished by secure fiscal consideration, and in no way tends to infringe on 
private capital operations or encourage a socialistic state 

Sincerely yours, 
Netson P, Davis. 


Crrrus Pupp Co., 
Lakeland, Fla., April 8, 1958 
Mr, Joun A, Lone, 
Executive Vice President, Photoswitch, Inc.. 
Cambridge, Mass. 

Dear Mr, Lone: This is in answer to your letter of March 31, asking for re- 
port on our experience with the Reconstruction Finance Corporation. 

It was vitally necessary for us to secure the $50,000 Reconstruction Finance 
Corporation loan in building our citrus pulp mill at Forest City, Fla. None of 
the local banks could or would make this type of loan; and we were too small and 
too new a company to secure the necessary financing elsewhere. 

In our opinion, the Reconstruction Finance Corporation has served a valuable 
function in making fixed asset loans to small companies, such as ourselves. We 
know of no financial institution willing to take over this function, If the Recon- 
struction Finance Corporation is abolished, it will leave a definite void, unless a 
similar agency is created. 

Much publicity has been given the few large fiascoes, that were probably the 
result of undue influence; whereas too little recognition has been given to the 
great service performed for small business. We definitely feel that the Recon- 
struction Finance Corporation has done an excellent job 

We have heard cricitism of the red tape and delays in making loans. In our 
ease the approval of the loan was expeditiously made within 30 days. However, 
we gave a complete picture of our finances and proposed operation at the first 
conference, just as we would in making a loan at the bank. 

At all times we have found the personnel of the Reconstruction Finance Cor- 
poration, with whom we have had dealings, to be courteous, friendly, and help- 
ful. I have only praise for their work, insofar as I have had dealings with them 

We hope that the preponderance of your replies will also commend the work 
of the Reeonstruction Finance Ccrporation. 

Very truly yours, 
D. S. Prosser, President 


James H. Craeas Construction Co., 
Ocala, Fia., April 10, 19538 
Mr. Joun H. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Mr. Lone: IT am in receipt of vour letter of March 31 of this vear request 
ing that we forward to vou a letter indicating our experience with the Reconstr 
tion Finance Corporation from whom our company received financial as 
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and, therefore, must depend upon some element of financial equalization in order 
to prosper in our heavily taxed economy. 

If the RFC is eliminated, it will be the greatest blow to small businesses within 
this country for it is impossible to compete on a year-to-year basis with larger 
concerns Which have available to them long-range financial assistance. 

Within the RFC organization there are many highly qualified individuals who 
are expert in the field of business analysis, and have through the many years of 
service to the Government, welded into the lower echelons an intelligent capacity 
that would not be replaced without the expenditure of many millions, and over an 
extended period of inefficiency. 

It is my hope that the congressional committee will see through the veil of 
misuse and eliminate the possibility of reocurrence by other means than complete 
dissolution of the present organization 

Yours very truly, 
James H. Craacas, Jr., Vice President. 


Fenton’s LAUNDRY, 
Lakeland, Fla., April 6, 1953 
Mr. Joun A. Lona, 


Photoswitch, Inc., Cambridge, Mass. 


DearSrr: Your letter arrives at a time when the future existence of Reconstruc- 
tion Finance Corporation has been paramount in my mind. 

If there hadn’t been a Reconstruction Finance Corporation we would be out 
of business long before this, or so near out of business we would fall in that 
classification 

Our current loan is the third that Reconstruction Finance Corporation has 
favored us with. The first loan was during the depression years. The second 
loan came following the termination of the war and enabled us to replace some 
wornout equipment with efficient equipment with which we stepped up our 
production by 50 percent. The third loan which is now current further replaced 
obsolete equipment and made it possible to meet increased production costs 
which takes efficient productive equipment 

We fully realize that it would have been impossible to obtain a long-term loan 
through other sources as banks, insurance companies, ete., for reasons the past 
paving records of industries such as ours are not good 

Our industry is one of service and this item of service could be placed in the 
luxury classification. During a recession our industry would probably be one of 
the first to affected. This along with the fact that the cost of laundry and 
dry-cleaning equipment runs into high figures which naturally keeps the mortgage 
indebtedness equally high. 

It is difficult to express to you our grateful appreciation of Reconstruction 
Finance Corporation existence, for it has been the most effective partner in our 
business. Our relations with the Jacksonville, Fla. office has been pleasant in 
every respect. ‘They are willing to extend us personal service complete under- 
standing of our problems, fair and courteous treatment at all times 

It is my personal opinion that Reconstruction Finance Corporation cannot 
die without severely hurting the economic growth of our great State of Florida, 
which is now like a sleeping giant—just starting to wake up. We must have 
Reconstruction Finance Corporation 

It is further my personal opinion the criticism that Reconstruction Finance 
Corporation has received has not been the small loans (for which Reconstruction 
Finance Corporation was originally intended) made by the district offices, but 
the million-dollar loans made by Washington office through political pressure. 

Thank you for the opportunity of writing this letter. 

Yours very truly, 


W. V. Fenton. 
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McLean Iron Works, Iwc., 
April 6, 1953. 
Hon, Spgssarp L. HoLuLanpn, 
United States Senator, Washington, D. C. 


Dear Senator: It is the writer’s understanding that consideration is being 
given in Congress to either curtailing or eliminating the activities of the Recon- 
struction Finance Corporation. 

We would like to state that the McLean Iron Works, Inc., is operating on 
Government contracts, at the present time, on monies furnished by loan agree- 
ment of $50,000 from the Reconstruction Finance Corporation. 

We would like to state that at the time we made application and obtained this 
loan, members of the Florida Bankers Association would not assist. us in financing 
any Government contracts because of certain clauses in Government contracts 
such as the renegotiation clause, and I am sure you are familiar with the other 
reasons, therefore, small business in Florida was handicapped for working capital 
on any Government contracts. 

We feel sure that the Reconstruction Finance Corporation has done a big job 
for small business in Florida and els¢where, and the writer would certainty like 
to see its continuation under close supervision with limitations on the amount of 
their loans. 

Very truly yours, 
E. C. McLean. 


NICKERSON Towne Co., 
Miami 37, Fla., April 8, 1953 


Puoraswitcu, INc., 
Cambridge, Mass 


Dear Sirs: The formation and operation of our company is due in large measure 
to the assistance rendered it by the Reconstruction Finance Corporation. It 
loaned us needed capital which we could get from no other source, and without 
its assistance we would not be in business today 

We believe that this benefit is shared by the public. Our business consists of 
docking and undocking ships at Port’ Everglades, Fla. By means of the assistance 
furnished by Reconstruction Finance Corporation we were able to purchase equip- 
ment which is adequate for the docking of ships at night as well as in the daytime 
Prior to this, ships arriving off the harbor entrance at night were compelled to 
anchor or cruise until daylight because the tugboats at that point did not have 
sufficient power to maneuver these large tankers in the dock Thanks to the 
Reconstruction Finance Corporation we have equipment powerful enough to 
handle ships at any hour of the day or night, and much valuable time is thus 
saved by the shipping interests centered at Port Everglades 

We would certainly hate to see this valuable institution go by the board 

Very truly yours, 
W. F. Parker, Vice Preside? 


C. H. Rerr Dir & Toot Co.., 
Ojus, Fila., April 7, 19438 
PHoToswitcH Ini 
Cambridge, Mass 
(Attention Mr. John A. Long, vice president 
GENTLEMEN: In regard to your letter of March 31, 1953, I have this to say 
the Reconstruction Finance Corporation has been a lifesaver to my business 
The dealings with them have been most courteous and considerate 
I believe the curtailing or elimination of the RFC at this time would be a 
sad mistake 
Very truly yours, 


C. H. Rei. 
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Sarasota Concrete Co., 


Sarasota, Fla,, April 6, 195i). 
Mr. Joun A, Lona, 


Vice President, Photoswitch, Inc., 
Cambridge, Maas. 

Dear Mr. Lona: We appreciate your letter in reference to curtailing or elimi- 
nating the activities of the Reconstruction Finance Corporation. 

We feel that every small concern that has had the assistance of this loan feature, 
should do everything possible to express their appreciation of this agency. Under 
the tax program it would have been impossible for our concern, as well as a number 
of others in the State of Florida, to have had any growth at all, and many have 
been kept out of bankruptey through the assistance and cooperation of the RFC 
loan agency. We believe that concerns in every State have had this same 
experience and that the RFC, by all means, should be kept in operation. 

rhe Florida branch has a splendid organization and is a very worthy and useful 
agency. 

Cordially yours, 
Sarasota Concrete Co., 
J, O. Porrer, 
President. 


Tampa Marine Co., 
Tampa 1, Fla., April 6, 1958. 
Mr. Joun A, Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Mr, Lone: Thank you for your letter of March 31, 1953, relative to 
the proposal now before Congress to either curtailing or eliminating the activities 
of the Resene ruction Finance Corporation. 

Our companies have had a very excellent experience with the Reconstruction 
Finance Corporation. Our loan was handled through our local bank in connection 
with no “redtape’’ whatsoever, and the loan itself meant the difference between 
our being able to accept a Navy contract, which we understand was particularly 
urgent, and not accepting it. Since then we have accepted two more similar 
contracts from the Navy, based on the continuance of this RFC loan. 

I think the biggest argument in favor of the Reconstruction Finance Corpora- 
tion is the fact that no banks have ever been bypassed in our area here by their 
organization. All the loans have either been too large for the banks or not 
attractive enough and in every case the banks, in our locality, have either par- 
ticipated with the RFC in loans to industry or have refused to make the loans 
at all. Then, the RFC has gone ahead and made the loan. Along this line, in 
order to get a very authoritative viewpoint, I would suggest that you write 
directly to Mr. George Howell, president of the Marine Bank and Trust Co. here 
in Tampa your views on the subject and ask him to give you his views. Mr. 
Howell is very positive in his support of the Reconstruction Finance Corporation 
and his views will, I think, be valuable to your effort. 

I believe if Senator Payne would ask the banks in this country to review the 
entire portfolio of loans made by the Reconstruction Finance Corporation and 
give him a guaranty that these loans would be carried by the American banks, he 
would get rather a negative reply. In spite of this attitude on the part of the 
banks, I believe it a true statement that the RFC is making money on these loans. 
According to my information, they have not only done a good job for industry, 
small industry in particular, but have also made a profit each year of their opera- 
tion. The only publicity they have had is when they made a bad loan and | 
think the great majority of these bad loans can be charged to the administration 
as a whole rather than the RFC. 

You can count on our continued support for the continuance of the Reconstruc- 
tion Finance Corporation and our views on this matter will be passed along by 
letter to our own Senators and Congressmen. We shall send you copies of these 
letters as we write them. If you need any further information from us, just drop 
us a note and we shall be glad to oblige. 

Sincerely, 
W.H. Reyno.tps, President. 

P. S.—If you are down this way next winter, please drop by and see us. 
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Tampa Marine Corp., 
Tampa, Fla., April 16, 1953. 
Hon. Courtney CamMPRELL, 
House of Representatives, Washington, D. C. 


Dear Courtney: You are no doubt well aware of the consideration being 
given in both the House of Representatives and the Senate to either curtailing 
or eliminating the activities of the Reconstruetion Finance Corporation. 

I do not think that enough attention has been given to the fact that this 
agency has never taken on any loans in our section of the country that the banks 
would have touched without the participation of the RFC. Perhaps we have a 
different banking situation here in Tampa and the west coast of Florida than 
any other place in the country, but I am inclined to doubt it. 

I think you will agree that the RFC has enabled this section to do quite a job 
on expansion in the last few years, Certainly this is true in the case of small 
businesses such as ours and I suspect it is true of most of their loans all over 
the country. 

The only publicity the RFC has gotten out of Washington was on the bad 
loans it made, and I have heard not one word of comment about the thousands 
of good loans, which were also made. I believe that a check of the situation 
will reveal that in spite of the small percentage of bad loans, the RFC has shown 
a profit and has turned over quite a sizeable amount of money to our Govern- 
ment. I think we might start on curtailing the activities of some nonprofitable 
Government corporations before shutting down one that is showing a sizeable 
profit. 

If the RFC were in competition with the banks, I would heartily agree to its 
curtailment or elimination. I think a close check of the loans that have been 
made will reveal that this situation does not exist. I have gone a bit further and 
talked this over with several bankers, in my limited scope, and I find that they 
do not consider the RFC as a competitor but rather as a guarantor for loans 
that they would not ordinarily make. 

Just in case that I might appear to have a selfish interest in this agency being 
continued, I must tell you that this company is now in a position to repay its 
RFC loan which it secured for working capital for a Navy contract. This Navy 
contract has now grown to three Navy contracts, none of which would have been 
possible without the original RFC loan. 

I never like to ask an elected representative to do anything other than the 
dictates of his own conscience, I ask now that you study this matter carefully 
in the light of what is best for the west coast of Florida and for the State of Florida 
in particular, insofar as this agency is concerned. 

Best personal regards. 

Sincerely, 
W. H. Reynoups, President. 





Drxiz Paint & Varnisx Co., INc,, 
Brunswick, Ga., April 10, 1953, 
Mr, Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dar Mr. Lone: Thank you for your letter of March 31 with reference to the 
Reconstruction Finance Corporation. 

We have at present a loan from the RFC and I am very happy to say that they 
greatly assisted our program and participation in the defense effort during the 
past war and during the so-called, police action. 

We feel very strongly that the RFC should be continued in one form or another 
as it is one of the few places small business can go to for help. As you well know, 
the banks consider anything more than 90 days a long term loan, therefore, small 
business cannot depend upon them. On the other hand, a business our size is 
too small to be interesting to one of the larger insurance companies making capital 
loans. We are, also, too small to do any financing in the open market, therefore, 
the only available help we have been able to find for small business is the RFC. 

You may feel free to use this letter in the interest of the continuance of the 
Reconstruction Finance Corporation. 

Very truly yours, 
W. QuBeaty WaLKER, President. 
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Exce..Lo Batrery ComPAny, 
Columbus, Ga., April 17, 1953. 
Mr. Joun A. Lona, 
Yrecutive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Mr. Lona: We have your letter of March 31 concerning the curtailing 
or elimination of the activities of the Reconstruction Finance Corporation. 

We are, at the present time, operating under a Reconstruction Finanee Corpora- 
tion loan. The Reconstruction Finance Corporation has been of great benefit 
to our company in times of disaster and also in time of need of additional working 
capital due to OPS price restrictions. 

In 1949 we entered into a loan with Reconstruction Finance Corporation after 
we had suffered a tremendous loss due to a hurricane at our Biloxi, Miss., plant. 
Also, recently we have entered into another agreement due to the need of additional 
working capital. Our experience with the Reconstruction Finance Corporation 
has been on the highest level possible and their cooperation has been beneficial 
to us. 

We certainly hope that the congressional committees will consider the continu- 
ance of the Reconstruction Finance Corporation as we believe it in an integral 
part of modern day business. 

Yours very truly, 
J. M. Hicks, 
Secretary and Treasurer. 


Georaia Peanut Co., 
Moultrie, Ga., April 6, 1958. 
Mr. Joun A. Lona, 
Yreculive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Mr. Lona: In reply to your letter of March 31 requesting our experience 
with RFC, 

The services of RFC have been vital to our growth and success in recent years, 
We are probably the largest operator in the peanut business but our organization 
consists of a number of small corporations, each built around local management. 
We operate 15 peanut shelling plants in Georgia, Florida, Alabama, Texas, and 
Oklahoma. Our organization has been built on the leadership of a great man who 
rose from the bottom and developed our organization around promising young 
men who started in a similar fashion. We have no outside stockholders and the 
various individuals who lead in the management of our business borrowed money 
to get started. 

In 1943 we had a disastrous fire which totally destroyed one plant. We needed 
a long-term loan to rebuild it. RFC supplied a loan. Since that time we have 
borrowed from them to build warehouses and other facilities. 

The price of peanuts is supported so high that banks do not consider them safe 
commodity loans. We have no futures market and cannot hedge. Last year 
RFC entered into a participation with our banks to enable us to finance inventory 
loans. The same plan was made available to the entire peanut industry. 

We think RFC should be continued as it is the only agency that will provide 
long-term loans for small business in the South. Firms such as ours who do not 
peddle their stocks to the public and who do not have big sources of money avail- 
able really need such an organization as RFC. 

I have talked to Senator Walter George and Senator Russell about this and we 
will do everything in our power to help get the facts before Congress. - 

Yours very truly, 
Roy E. Parrisnu, Executive Vice President. 


Hopason’s INc., 
Athens, Ga., April 8, 1953. 
Mr. Joun A. Lone, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Mr. Lona: Answering your letter of March 31, we are operating under 
RFC loan and have been for several years and without them we would have had 
great difficulty financing our company over the past several years. 
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RFC. has: heen instrumental in saving a large number of very fine businesses of 
varying sizes. To my certain knowledge, it has saved several from bankruptcy 
and put them on their financial feet so that they are now substantial going con- 
cerns. 

I regret the necessity of stopping this most helpful organization in June of next 
year. 

Very truly yours, 
M. 8. Hopason, President. 


Houston Gin & WarEHOUSE Co., 
Sylvester, Ga., April 3, 1953. 
Proroswitcn, INc., 
Cambridge, Mass 
GENTLEMEN: Our peanut company borrowed money from the RFC for the pur- 
chasing of peanuts in the 1952 season. The connection proved to be entirely 
satisfactory and we have no comment on RFC except a favorable one. 
It is our opinion that the Government could more effectively reduce other 
operations and continue the operation of this agency. 
Yours very truly, 
G. L. Houston. 


KELLEY LumMBER Co., 
Buford, Ga., April 6, 1953. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswiich, Inc., 


Cambridge, Mass. 


Dear Str: Regarding your letter of March 31 relating to our experience with 
Reeonstruction Finance Corporation, we have obtained 3 loans from RFC 
since being in business and our relations with this organization have been most 
satisfactory. 

Unless the present administration provides a substitute for RFC, its abolish- 
ment would be a severe blow to small businesses such as ours. Taxes, being such 
as they are, drain away a very large portion of our current working capital; 
consequently, to keep our heads above water, ti is necessary that we make periodic 
small loans if we hope to expand at all. Even then, expansion of our business 
poses grave problems under our present tax system. 

Our local banks, in most cases, are not prepared nor willing to extend themselves 
except on gilt-edged assurances, making it almost an absolute necessity to get 
assistance elsewhere. You can readily see if it were not for RFC coming to our 
rescue, Our mere existence would, in some instances, be jeopardized. 

We are much in favor of continuance of RFC, not merely for ourselves, but for 
all struggling small businesses operating under our existing severe taxload. 

You may be assured of our assistance in any manner in this matter. 

Sincerely, 


Cart L. KELLEY 


THe Owensy MANUFACTURING Co., 
Marietta, Ga., April 6, 1953 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., Cambridge, Mass. 

Dear Mr. Lona: In reply to your letter of March 31 with reference to aid we 
have received through our RFC loan, this is to advise that because of the loan 
we have been able to employ many additional people in our mill, and also we have 
been able to participate in defehse bids and to increase the earnings of our company 
through the additional working capital furnished by the RFC. 

It is our belief that RFC has been of immeasurable help to businesses of our 
kind, permitting them to have the necessary working capital that would otherwise 
be denied them. Doing away with the RFC in our opinion would curtail and in 
some instances liquidate many small businesses in our section. 

Yours very truly, 
Pau. B. Owensy, Secretary- Treasurer 
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Pirrman Merat Propucts Co., Inc., 
Griffin, Ga., March 1, 1961. 
RECONSTRUCTION FINANCE CORPORATION, 
400 Healey Building, Atlanta, Ga. 
(Attention Mr. McAfee.) 


GENTLEMEN: There has been so much discussion and criticism regarding the 
Reconstruction Finance Corporation, primarily in Washington, that we would 
like to inform you as to our experiences with this Government agency. 

During the last war the writer was in charge of a plant in Griffin which was 
100 percent on war work. While we did not have any direct relations in a finan- 
cial way with the RFC, we were aided by them on numerous occasions in various 
ways. 

In 1945, the writer organized the Pittman Metal Products Co, here in Griffin 
for the purpose of manufacturing chrome furniture. As a result of our past, 
most favorable experiences with the RFC duringthe war, the writer contacted 
them and received a loan through a bank in Atlanta which was partially guaran- 
teed by the RFC, 

During the succeeding 3 years this company did not operate profitably due 
primarily to our difficulty in obtaining raw material. We were able to build 
up a most favorable reputation, however. 

Without going further into details, I would like to say that this company would 
not have been able to continue in business had it not been for the assistance given 
us by the RFC. I am glad to say that because of the help that they gave us we 
have been able to operate successfully since that time. We have made enough 
money to recoup all of our previous losses and now have a modest surplus on our 
books. Ours is one instance where the RFC materially aided small business, 
and we are grateful that this agency was established for this purpose. 

We are now negotiating with the Army Ordnance with a view of manufacturing 
war material. The financing of this work is a vital factor with our company 
since we are asked to do a much greater volume than our financial condition 
warrants. We have learned, much to our regret, that the RFC will not have 
charge of this phase of the war program. Also, there seems to be considerable 
uncertainty as to just how we small-business men will be helped in the financing. 

It seems to me, as a taxpayer, that the RFC is the logical one to handle this 
vital part of the work as they have the know-how and experience gained during 
the last war, and could handle it most efficiently and save some of our tax dollars. 

In closing I would like to say that I consider your Atlanta officials highly 
capable, strictly honest and good businessmen in every sense of the word. All 
of our relations with the RFC have been on a strictly business basis, and there 
have been no intimations or hints of any deals of an unethical nature. 

Sincerely yours, 
C. E. Prrrman. 


Sea Isuanp Sarrts, INc., 


Jesup, Ga., April 9, 1953. 
Mr. Joun A. Lona, 


Executive Vice President, Photoswitch Inc., Cambridge, Maes. 


Dear Mr. Lona: It is my opinion.and the opinion of all southerners who are 
progressive minded that the RFC has done more to awaken a poor mouth and 
antiquated southern banking system than anything that has happened since the 
Civil War. We also feel that the RFC has been the greatest single contributing 
factor to the industrial growth and the expansion of the general higher plain econ- 
omy that we have enjoyed since it was organized. 

I also know for a fact that the Atlanta office of the RFC has made a handsome 
profit for the Government through their years of existence and it has been on loans 
that southern bankers ordinarily refused. In every case, these loans contributed 
to the expansion of our economy and the creation and continuation of jobs that 
we needed so sorely to balance our economy. 

The effort on the part of the Government to abandon this office would be most 
unfair and unwarranted. 

Very truly yours, 
Ropert PAscat. 
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SeurTsLtaNp Om Corp., 
Savannah, Ga., January 7, 1968. 
Hon. Harry Brrop, 
United States Senate, Washington, D. C. 


My Dear Senator: With reference to your stand in abolishing the Reconstruc- 
tion Finance Corporation, if I may, would like to make a few points in favor of 
continuing the existence of this agency. 

I have no personal interest in that my company is established and is doing 
business, but am writing because I see a dire need for some means to enable 
small and new business to secure financing. 

To give you a background, I organized this company after spending several 
vears with old-established concerns in the petroleum industry. I started organ- 
izing Southland Oil Corp. in 1948. I had a proven market and my prospectus 
was saleable to the extent that I was able to interest 31 private investors in 
subseribing to $200,000 worth of common stock on the basis of being able to 
finance another $200,000 to construct tank storage. 

I personally contacted 5 banking institutions and 8 insurance companies for the 
financing. Their representatives looked over our brochure and showed interest 
to the extent that they presented our proposition to their boards. In every 
instance we received the following stock answer, ‘Your proposition looks very 
favorable, but your company has no historical background. If you can get 
a year’s operating history, we will reconsider.’’ While they admitted that my 
own experience in the field was sufficient, their policy was to finance only estab- 
lished enterprises. 

We then applied to RFC and were successful in securing aloan. We are now in 
our second year of operation, and retiring the loan on schedule. We are adding 
to the economy of our locality and have become a factor in our local industry. 

There are numerous other concerns in this State that owe their existence to RFC 
and have long since paid up their loans and are now an important factor in the 
economy of the State andthe Nation. 

I am 36 years of age, and strongly feel that if our competitive system is to 
expand, other young men should be encouraged to enter business and promote 
competition. 

From reports of earnings of the RFC, they have paid their own way, and from 
my experience, they are more rigid than private institutions in administeriog their 
loans, and they do not compete with private lending institutions in that they re- 
quire proof that financing is not available from other sources before considering 
a loan. 

I heartily agree that the corruption that was recently exposed should be con- 
demned and corrected, but from all indications, the fault seems to lie with those 
that were in position to exert pressure on those individuals that were in key posi- 
tions within the agency rather than the agency itself. 

I have long been an admirer of vour perpetual stand for economy m Govern 
ment and only hope that you are successful in furthering your ideals for good, clean, 
economical government. I only ask that you sincerely consider the merits of the 
Reconstruction Finance Corporation and weigh the good it has done against the 
bad. I personally feel that it is an indispensable factor in the continuance of 
our free-enterprise system. 

Thanking you for vour kind consideration of my opinions, I am 

Respectfully yours, 
Norman A. McGke. 


STEVENS INpUsTRIBs, INC., 
Dawson, Ga., April 7, 196: 
Mr. Jonn A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cumbridge, Mass 

Dear Mr. Lona: This will acknowledge vour letter of March 31. 

The loans made this company by the Reconstruction Finance Corporation have 
been very valuable to us and very helpful in the development of our business. 
Our first loan was obtained in 1933. At that time we were employing less than 
50 people and our total annual sales were between $750,000 and $1 million. 
While the first loan was rather small it was obtained at a very critical time. It 
enabled us not only to continue our business but also to found a program of 
healthy expansion and growth. Today we employ approximately 350 people, 
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and our annual sales will approximate $10 million. Incidentally, I believe that 
the Government has directly or indirectly, during the 20 years, collected better 
than a million dollars in taxes from us. This, of course, would not have been 
possible without the assistance first furnished by the RFC in 1933 and through 
subsequent loans. Despite high taxes we have made every payment to RFC 
promptly and have increased the net worth of our company from about $250,000 
to better than $1 million. 

The loans made our company by RFC have resulted in far reaching benefits to 
ourcommunity. In addition to the increased employment and increased payrolls, 
we think more than 1,000 people have been added to our little town of Dawson. 
The loans, in my opinion, have assisted materially in building churches, Sunday 
school annexes, a local hospital and other public enterprises. I believe we have 
a greater ownership of homes among our enployees, both white and Negroes, 
than will be found in any comparable industry in southwest Georgia. Adequate 
financing and related growth of our business has enabled us to take the lead in 
encouraging our farmers to build and conserve soils, to adopt better farming prac- 
tices and to increased farm income. 

As I testified before the Fulbright committee, I cannot understand why any 
right thinking American would object to the principles embodied in the law creat- 
ing the Reconstruction Finance Corporation. I realize of course there have been 
some rotten planks in the construction of the Corporation, as there is in every 
other corporation of such gigantic scope but rotten planks should, and ean be, 
removed and good wood installed in their stead. 

Few businesses of our net worth need to borrow as much money as we do, 
consequently I know the RFC supplies financing that cannot and will never be 
supplied by banks. The average honest banker would have to so testify. Yet 
in furnishing this type financing RkC has made money, both directly and in- 
directly, for the Government. 

Millions of people are gainfully employed today by small businesses that would 
not be so employed had it not been for the RFC. In thy opinion, there is still a 
need for RFC, a properly organized corporation with a more liberalized policy. 

Yours very truly, 
Ep Stevens, Chairman of the Board. 


Union Lumber Co., Inc., 
East Point, Ga., April 10, 1988, 
PuoroswircuH, INc., 
Cambridge 42, Mass. 
(Attention Mr. John A. Long.) 

Dear Sir: In reply to your letter of March 13, 1953, we are happy to write this 
letter for whatever benefit it might serve. 

Our RFC loan came at a vital time and was of great help to us. We know 
personally many other business concerns that have been helped by RFC loans. 
It is our opinion and wish that RFC be continued for its aid to small business. 

Very truly yours, 
JEROME ZIMMERMAN, 
Secretary- Treasurer. 


WAYNESBORO FERTILIZER Co., 
Waynesboro, Ga., April 3, 1958, 
PuoroswitcnH, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, vice president.) 

GENTLEMEN: Receipt is acknowledged of yours of March 31. 

As information, about 5 years ago we desired to enlarge the facilities of our 
cotton-storage warehouse in Waynesboro and found that, in order to accomplish 
our aim, we would have to obtain a loan of approximately $50,000. We con- 
templated that this could be repaid within 10 years. This money was made 
available by Reconstruction Finance Corporation. We have been able to antici- 
pate the payments and liquidated this loan within 5 years. This addition to our 
warehouse plant has made it possible for us to render a storage service to com- 
modities from this area at a time when storage facilities have been extremely 
crowded. 
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During the past year, we decided to build in Waynesboro a modern, mechanized 
fertilizer-mixing plant. Again we turned to RFC for assistance, and they agreed 
to help us. Our plant has been erected and is now in operation. We are finding 
that the many labor-sav'ng features of this plant make it possible for us to sell 
fertilizer to our farmers at less money, and still make for ourselves a legitimate 
profit. 

Weare very much concerned by.all we.read relative to the desire of some people 
to abelish RFC, since we feel that it is the only source of capital loans now avail- 
able to many small businesses in our part ot the country. 

It 1s our opinion, that the Reconstruction Finance Corporation in our State 
has always been operated wisely and on businesslike principles and that in the 
past it has been the salvation of many of us. 

As you know, under the present rate of income tax, it is virtually impossible for 
small corporations to retain a sufficient part of their profits to make normal 
capital expansions of their plants. In the future where will this money come from, 
where will they be able to get capital loans, if the manifested intent to abolish 
RFC is carried out? 

We sincerely hope that the Federal Government will realize the umportant role 
that RFC plays in our economy and not destroy it in a too hasty attempt to clean 
house in Washington. 

Very truly yours, 
R. C. NEELY 


Pint Grove CANNING Co., 
Martinville, La., April 7, 1953. 
PuoroswitcnH Inc., 
Cambridge, Mass. 
(Attention Mr. John A. Long.) 


GENTLEMEN: In response to your letter of March 31 please be assured that 
this company as well as other companies of this area have benefited by the exist- 
ence of the Reconstruction Finance Corporation. 

Not only have these companies benefited but also the people of the community 
in which these companies are located. Employment has been increased and made 
secure; the farmers have been assured a market for their product and the entire 
country has been able to purchase a sound, reliable food product at a fair price. 

Our armies are the best fed. The armed services, Army, Navy, and Marine 
Corps, have enjoyed Louisiana yams and their nutritious benefit, as well as other 
food products, to the extent they have, largely due to RFC aid to the canning 
industry. 

This company, its employees, and vendors are in accord with a request that 
the activities performed by the Reconstruction Finance Corporation be maintained 
at their present level. 

Yours truly, 
LEoNCcE DvuRanp, Sr., President 


RockKINGHAM BakING Co., 
Rockingham, N. C., April 8, 1958. 
PuotoswitcH, INc., 
Cambridge, Mass. 

GENTLEMEN: There is a great deal of controversy at this time concerning the 
elimination of the Reconstruction Finance Corporation. Because of the com- 
mendable service it is rendering, we are not in favor of discontinuing this agency. 

In the latter part of 1952 we secured a loan which has been a great help in the 
continuance and growth of our business. We are of the opinion that other com- 
panies such as ours have benefited from this agency, and, due to the assistance it 
is giving to important industries, we feel that it would be a mistake to either 
abolish or curtail its activities. 

Yours very truly, 
Rautpx C. STANLEY. 
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RunNYMEDE Mrs, Inc., 
Tarboro, N. C., April 18, 1968. 
Hon. Hersert Bonner, 
The House of Representatives, Washington, D. C. 

Dear Hereert: I have very decided feelings about the RFC matter. These 
feelings are based on actual experience and I want you to know them. 

My mill (Runnymede Mills, Inc.) was founded in 1899 by my father and has 
meant more to the financial growth of Tarboro and Edgecombe County than 
most people realize. It got into very serious financial difficulties during the great 
depression and could get absolutely no financial assistance locally. I managed 
to pull through with the help of New York friends. 

In 1947 I began a large (for me) remodeling program of about $400,000. [| 
shot the works just in time to be caught by the big hosiery depression of 1948 
and 1949 with a lot of new equipment and no working capital. Again there was 
absolutely no chance of local assistance and the New York friends could go so far 
and no farther. The RFC loaned me the working capital in 1949. They assisted 
me too with the uncompleted remodeling program in 1951 after they had found 
out that what I was doing made sense and that I had what it took to do it. In 
1953 they combined and refinanced the two loans and enabled me to complete 
the program. I am now on solid ground with a good hosiery mill. I would not 
be here except for the RFC. 

Last year a man moved his hosiery mill from Pennsylvania to Enfield, N. C. 
He had started from nothing and built up a good business with about $100,000 
worth of machinery. Big industries moved into his town with rush defense 
orders and took all of his labor. He stood it as long as he could (he waited too 
long) and then moved to Enfield. To move and train labor and get established 
cost him more than he expected and more than he had, Again there was abso- 
lutely no local help. He has applied to the RFC and I believe they are going to 
lend him the necessary working capital. Without it he is done for. 

Financial help when needed is just as essential to the life of small business as 
are the railroads or telephones or power companies. The Government sees that 
necessary public utilities fulfil! the needs they are supposed to fulfill. From 
experience I consider the financial institutions something which are necessary but 
which are not available when they are most needed. The RFC was the only 
place to which I could turn when the other financial institutions would not per- 
form the functions for which they were established. I am sure there have been 
thousands of other cases like mine. 

Let us grant that the RFC has made mistakes. When a man stops making 
mistakes they bury him. I ask you not.to kill the RFC because if you do there 
will be no financial institution alive when a business like mine was in 1949 needs 
assistance. The RFC gave my problem careful, friendly consideration when no 
one else would do so and the records prove that they knew what they were doing 
when the others were looking out of the window and were not interested. 

There is a definite need for the RFC. 

Yours truly, 
RUNNYMEDE Mut1s, INc. 


McKoy-HE.LGeErRson Co., 
Greenville, S. C,, April 9, 1958. 
Senator Burnet R. MayYBAnK, 
Senate Office Building, Washington, D. C. 


Dear SENATOR MAYRANK: From information gathered through press reports 
we understand that consideration is being given to the elimination of the Recon- 
struction Finance Corporation. We are opposed to this action for a number of 
reasons and we doubt that any substitute executive agency would provide for the 
adequate distribution of the general obligation which the Reconstruction Finance 
Corporation has seen fit to assume. 

We are presently operating with an RFC loan which never hss exceeded $125,000. 
On one project alone for the Army our quotation was $90,000 less than our nearest 
competitor and on one project elone for the Navy our quotation was $70,000 less 
than our nearest competitor; hence, it cen be seid on just two projects more than 
the entire amount of the loan was saved in taxpayers’ money. 

Our company was incorporated following the writer’s return from the war with 
limited capital and in 1950 when arrangements were made to purchase the stock 
of one of the founders, the commercial banks would not provide the necessary 
assistance; hence, it is doubtful whether or not it would have been possible to 
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maintain operations without a term loan:from the RFC even though collateral in 
the amount of 4 to 1 was available. It is true that there exists a Small Defense 
Corporation, it is true that there also exists within the framework of the Federal 
Reserve System special arrangements which should suitably provide assistance 
in cases such as ours, it is also true that there exists capital for such purposes 
with life-insurance companies and pension funds; yet, it must be said that when 
the “chips were down’’ there was in reality no assistance available except 
through the RFC. 

We are of the opinion that most people have forgotten that the rules and 
regulations which presently serve as a guide for the operation of commercial 
banking institutions were drastically changed from the old order at the same time 
that the RFC was originally organized; hence, the general public does not realize 
the gap in the overall money market that would be left by the removal of the 
RFC. Those that are pushing for the removal of the RFC certainly are in a 
minority and must have in mind serving their own selfish purposes. Those in 
favor of the elimination of the RFC are suggesting various substitute arrange- 
ments to cover problems such as ours; yet, we can have no faith in the establishment 
of a new agency for this purpose because other arrangements already established 
for such purposes have failed while the RFC has succeeded in accomplishing 
it’s mission. 

We strongly urge the continuation of the RFC as it is presently organized with 
perhaps the consideration of the elimination of some of the business enterprises 
that the agency accepted through “‘default’”’ during wartime. * We will be glad to 
testify or take any other action that you might feel to be in order to help maintain 
the one and only real contribution to small business that our Government has 
ever seen fit to make, 

Sincerely yours, 
H. C. Heieerson, President. 
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ContTINENTAL Exscrric Co., 
Geneva, Ill., April 13, 1953 
Mr. Joun A. Lona, 
Photoswitch, Inc., Cambridge, Mass. 

Dear Mr. Lona: I have your letter of March 31 regarding the Reconstruction 
Finance Corporation. 

I agree with you that the RFC should be continued in some form if they wish 
to combine it with the Small Defense Plants Administration and streamline it 
and name it something else that is all right with me but I would certainly like to 
see it continued in some form. Small business cannot go to a bank and get a 
long-term loan on the basis that the RFC would make this loan. It has been 
of great value to us and facilitates our assisting in the defense program. We 
had a 5-year loan of $150,000 before this last one we received. This loan was 
paid off on time. We have just now received another loan of $100,000. 

Throughout our relations with the men operating the RFC we have found 
them to be honest and reliable and very cooperative. I understand this organiza- 
tion is one of the few organizations in the Government that has made a profit 
and has not cost the taxpayers money. If there are any men in it that should be 
replaced the thing then to do would be to replace these men rather than eliminate 
the entire organization. 

I think such an organization is definitely needed to support the basic economy 
of the country so far as small business is concerned. 

Very truly yours, 
H. A. McIuivaine, President. 


Haut Atuminum Co., 
Chicago Heights, Ill., April 3, 1953. 
Mr. Joun A, Lona, 
Executive vice president, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Str: I have your letter of March 31, advising us of the impending 
congressional debate on eliminating or curtailing of the activities of the Reeon- 
struction Finance Corporation. 

In our opinion the most important factor that has made this country free and 
strong and kept it so, and has stood out as a beacon for all of the oppressed 
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peoples of the world, has been the opportunity and free enterprise for the little 
people and small businesses. The Reconstruction Finance Corporation has been 
the instrument which has given many like ourselves, this opportunity. Our 
Government, up until now, has encouraged competition by helping those worthy 
of help through this agency. The big-business man, of course, has many avenues 
of help when needed, the small-business man has none. We have made loans from 
the Reconstruction Finanee Corporation on two occasions. We have found them 
to be extremely capable and exacting in their transactions with us. We certainly 
would not have been able to proceed without their help, although much of our 
product ultimately winds up into articles produced for the defense effort 

[t is our sincere hope that nothing will be done to disturb the funetioning of 
his agency as it now stands. We believe that rather consideration should be 
given by our legislators to increase the scope and function of this agency in the 
interest of our democratic way of life 

Yours very truly, 


Sam 8. Fincert, President 


N. R. K. Manouractrurtne & ENcINEERING Co., 
Chicago 41, Ill., April 8, 1953 
Mr. Jown A. Lona 
Executive vice pres dent, Photoswitch. Inc.. 
. Cambridge, Mass 

Dear Mr. Lone: Thank you for your letter of March 31 relative to the curtail- 
ment or possible elimination of the activities of the Reeonstruction Finance 
Corporation 

Actually the Government loan you refer to in your letter is one we obtained 
inder section 314 of the Defense Production Act; specifically speaking, therefor 
this is not an RFC loan although it is one administered by this agency. 

Despite this technicality, however, as a small manufacturer we feel that 
Government will need to assist in financing the requirements of small busin« 
enterprises, and especially those like our own, whose financial condition does n 
permit financing through the sale of stock or through short term borrowings 
from banks on a commercial loan basis If the Government intends continuing 
to offer this type of assistance, it is hard to see what can be gained by transferring 
these functions from the RFC to another agency or changing the name of thy 
pre ent one, 

Very truly yours 
». Grirritrus, President 


MorIoGRAPH, 
Chicago 24, Ill., April 3, 1953 
Senator Freperick G. Payne, 
Chairman, Special Reconstruction Finance Corporation Subcommittee, 
Senate Banking Committee, Washington, D. C. 


Dear Senator: In your consideration of the advisability of continuing cur 
tailing or discontinuing the activities of the Reconstruction Finance Corporation 
we urge you to give full thought and credit to the great benefits and service which 
the RFC has given to the many deserving industries in our country. 

Surely, without the aid of RFC a substantial number of the companies served 
by them would have failed. Besides, the effect. of such numerous failures on our 
economy as a whole, thought must be given to the effect upon the employees and 
principals of such companies 

Employees are dislocated and, in the case of many long-time employees, a new 
start in life must be made—certainly a discouraging prospect. Principals are 
discouraged from making capital investments to start new enterprises where 
prospects for reasonably satisfactory investment returns are so limited because 
of tax rates without having a reasonable assurance of assistance in times of finan- 
cial distress arising out of economic conditions 

We cite our own company’s experience which, to some degree, might be com 
parable to others 

Our company (established in 1896) is an important factor in the motion-picture- 
equipment industry. 

During World War IT a very limited amount of equipment was manufactured for 
theaters. After the war we invested substantially in improved equipment for 
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theaters to assist the theater industry in its recovery from a lack of new equipment 
during the war. 

The imposition of building restrictions by the Federal Government at the start 
of the Korean activity virtually stopped our busines 

tegular banking institutions were unwilling to assist us because of our inability 
to meet their requirements established by the Federal Reserve System. 

Was there not a moral responsibility on the part of the Federal Government to 
offer relief in this condition brought about by its action? 

We felt there was and sought help from RFC and received it. The effect of 
the financial assistance and guidance offered by members of the RFC and our 
participating bankers has been the salvation of our company to the point where 
today we again are of service to our industry, and are able to maintain a reason 
able profit-making organization and to retain and maintain our long-established 
taff of emplovees 

It seems reasonable to assume that there will alwavs be existing conditfons of 

is type in which regular banking institutions will be unable to help 

In our opinior _ it should then be to the best interests of our Government to be 
nrepared to lend such financial assistance where such assistance is found to be 
istified 
7 Very truly vours, 

W. D. Marruews, Treasurer. 


F. H. Sotpwepe. Co., 
Pekin, Ill., April 14, 1958 
Senator Harry F. Byrp, 
Washinaton, D. ¢ 


My Dear Senator Byrp: Approximately one month ago I read where you 
ntroduced a bill along with four other Senators to abolish RFC. Since you are 
active in this movement I wanted to write you our experience with this agency 

Our family has been in the dairy business in a small town for 73 years and since 
1940 have expanded the business to meet our larger competitors 

The first experience we had with RFC was in 1944 At this time we constructed 
a building to manufacture cheddar cheese. Our product was shipped direct to 
the Government in carlots 

The loaning limits of our bank was not sufficient and a participating loan with 
RFC and the bank was finally worked out 

The need for milk in the armed services became greater so in 1945 we expanded 
further in the fluid-milk business and shipped milk to Camp Ellis, Ill.; Pensacola, 
Fla.; Memphis, Tenn. and New Orleans, La 

The need for larger equipment and different processing machines was necessary 
so we had to secure an additional loan 

On the first loan the local cashier went to Chicago with the wricer but insisted 
that before going to the RFC we eall on the First National Bank in Chicago 
They informed us without looking at our statement or callateral that the loan 
was out of their area and they would not be interested. Our cashier offered to 
service the loan through the local bank and they were still not receptive. In less 
than 6 weeks our needs were met by RFC 

Each time it was necessary to refinance we contacted insurance companies 
and other banks and were always denied the opportunity to do business with their 
institutions. 

Our buildings are suitable possibly for dairy manufacturing only and the banks 
and insurance companies will not loan on those conditions. Multipurpose buildings 
such as supermarkets and garages can get long-term loans with very little trouble 

These lending institutions will cry loud that RFC is not needed while they 
cite a small business loan they might have made under the above conditions 

New manufacturing and delivery methods have increased the need for heavy 
capital expenditures in the dairy industry and only the large corporations cat 
meet this need. 

The number of small dairies have decreased, no doubt, more than any other 
business during the last 10 years. 

Our business through the sale of some stock and RFC has been able to maintain 
the same family ownership that founded our company in 1880. 

The purpose in writing this letter is to disagree with the statements of some 
banks and insurance companies that their institutions are the answers for all 
purposes offered by the RF 
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peoples of the world, has been the opportunity and free enterprise for the little 
people and small businesses, The Reconstruction Finance Corporation has been 
the instrument which has given many like ourselves, this opportunity. Our 
Government, up until now, has encouraged competition by helping those wort hy 
of help through thisagency. The big-business man, of course, has many avenues 
of help when needed, the small-business man has none. We have made loans from 
the Reconstruction Finance Corporation on two occasions. We have found them 
to be extremely capable and exacting in their transactions with us. We certainly 
would not have been able to proceed without their help, although much of our 
product ultimately winds up into articles produced for the defense effort. 

It is our sincere hope that nothing will be done vo disturb the functioning of 
this agency as it now stands. We believe that rather consideration should be 
given by our legislators to increase the scope and function of this agency in the 
interest of our democratic way of life. 

Yours very truly, 
Sam 8. Fineaert, President. 


N. R. K. MANuracturiInG & ENGINEERING Co., 
Chicago 41, Ill., April 8, 1958. 
Mr. Joun A. Lona, 
Executive vice pre sident, Photoswitch, Inc., 
Cambridge, Mass. 


Dear Mr. Lonc: Thank you for your letter of March 31 relative to the curtail- 
ment or possible elimination of the activities of the Reconstruction Finance 
Corporation. 

Actually the Government loan you refer to in your letter is one we obtained 
under section 314 of the Defense Production Act; specifically speaking, therefore, 
this is not an RFC loan although it is one administered by this agency. 

Despite this technicality, however, as a small manufacturer we feel that the 
Government will need to assist in financing the requirements of small business 
enterprises, and especially those like our own, whose financial condition does not 
permit financing through the sale of stock or through short term borrowings 
from banks on a commercial loan basis. If the Government intends continuing 
to offer this type of assistance, it is hard to see what can be gained by transferring 
these functions from the RFC to another agency or changing the name of the 
present one. 

Very truly yours, 
F. C. Grirritrus, President. 


MorTIoGRAPH, 
Chicago 24, Ill., April 3, 1953. 
Senator Freperick G. Payne, 
Chairman, Special Reconstruction Finance Corporation Subcommittee, 
Senate Banking Committee, Washington, D. C. 


Dear Senator: In your consideration of the advisability of continuing cur- 
tailing or discontinuing the activities of the Reconstruction Finance Corporation, 
we urge you to give full thought and credit to the great benefits and service which 
the RFC has given to the many deserving industries in our country. 

Surely, without the aid of RFC a substantial number of the companies served 
by them would have failed. Besides, the effect of such numerous failures on our 
economy as a whole, thought must be given to the effect upon the employees and 
principals of such companies. 

Employees are dislocated and, in the case of many long-time employees, a new 
start in life must be made—certainly a discouraging prospect. Principals are 
discouraged from making capital investments to start new enterprises where 
prospects for reasonably satisfactory investment returns are so limited because 
of tax rates without having a reasonable assurance of assistance in times of finan- 
cial distress arising out of economic conditions. 

We cite our own company’s experience which, to some degree, might be com- 
parable to others. 

Our company (established in 1896) is an important factor in the motion-picture- 
equipment industry. 

During World War II a very limited amount of equipment was manufactured for 
theaters. After the war we invested substantially in improved equipment for 
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theaters to assist the theater industry in its recovery from a lack of new equipment 
during the war. 

The imposition of building restrictions by the Federal Government at the start 
of the Korean activity virtually stopped our busines . 

Regular banking institutions were unwilling to assist us because of our inability 
to meet their requirements established by the Federal Reserve System. 

Was there not a moral responsibility on the part of the Federal Government to 
offer relief in this condition brought about by its action? 

We felt there was and sought help from RFC and received it. The effect of 
the financial assistance and guidance offered by members of the RFC and our 
participating bankers has been the salvation of our company to the point where 
today we again are of service to our industry, and are able to maintain a reason- 
able profit-making organization and to retain and maintain our long-established 
staff of employees. 

It seems reasonable to assume that there will always be existing conditfons of 
this type in which regular banking institutions will be unable to help. 

In our opinion, it should then be to the best interests of our Government to be 
prepared to lend such financial assistance where such assistance is found to be 
justified. 

Very truly yours, 
W. D. Marruews, Treasurer. 


F. H. SotpwWEDEL Co., 
Pekin, Ill., April 14, 1958. 
Senator Harry F. Byrp, 
Washington, D. C. 


My Dear Senator Byrp: Approximately one month ago I read where you 
introduced a bill along with four other Senators to abolish RFC. Since you are 
active in this movement I wanted to write you our experience with this agency. 

Our family has been in the dairy business in a small town for 73 years and since 
1940 have expanded the business to meet our larger competitors. 

The first experience we had with RFC was in 1944. At this time we constructed 
a building to manufacture cheddar cheese. Our product was shipped direct to 
the Government in carlots. 

The loaning limits of our bank was not sufficient and a participating loan with 
RFC and the bank was finally worked out. 

The need for milk in the armed services became greater so in 1945 we expanded 
further in the fluid-milk business and shipped milk to Camp Ellis, Ill.; Pensacola, 
Fla.; Memphis, Tenn. and New Orleans, La. 

The need for larger equipment and different processing machines was necessary 
so we had to secure an additional loan. 

On the first loan the local cashier went to Chicago with the wricer but insisted 
that before going to the RFC we call on the First National Bank in Chicago. 
They informed us without looking at our statement or callateral that the loan 
was out of their area and they would not be interested. Our cashier offered to 
service the loan through the local bank and they were still not receptive. In less 
than 6 weeks our needs were met by RFC. 

Each time it was necessary to refinance we contacted insurance companies 
and other banks and were always denied the opportunity to do business with their 
institutions. 

Our buildings are suitable possibly for dairy manufacturing only and the banks 
and insurance companies will not loan on those conditions. Multipurpose buildings 
such as supermarkets and garages can get long-term loans with very little trouble. 

These lending institutions will ery loud that RFC is not needed while they 
cite a small business loan they might have made under the above conditions. 

New manufacturing and delivery methods have increased the need for heavy 
capital expenditures in the dairy industry and only the large corporations can 
meet this need. 

The number of small dairies have decreased, no doubt, more than any other 
business during the last 10 years. 

Our business through the sale of some stock and RFC has been able to maintain 
the same family ownership that founded our company in 1880. 

The purpose in writing this letter is to disagree with the statements of some 
banks and insurance companies that their institutions are the answers for all 
purposes offered by the RFC. 
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Our file is, no doubt, available to you from RFC showing the conditions of oyr 
business from the time our first loan was made with RFC. 

I do not feel that there have not been any abuses in the past with an organization 
as large as RFC, but it appears that such conditions can be prevented in most 
cases and the agency maintained at their same level. 

Our company is again in need of capital for an additional building:and after 
contacting two large banks in Illinois and an insurance company it will be necessary 
to return to RFC. , 

Yours very truly, 









Henry A. SounpwepeEn, Vice President. 







Asay Screw Macuine Propvcts, 
Anderson, Ind., April 11, 1953. 





ft 
Mr. Joun A. Lona, 
Executive Vice-President, Photoswitch Inc., 
Cambridge, Mass. 

Dear Str: Thank you for your letter of March 31 in reference to the considera- 
tion Congress is giving to either curtailing or eliminating the activities of the 
Reconstruction Finance Corporation. 

The Reconstruction Finance Corporation has been of great help in facilitiating 
our growth and activitity and we recommend that the Reconstruction Finance 
Corporation be permitted to continue in their present capacity. 

Very truly yours, 













R. W. Jounson, Owner. 







L-C Propvcts, INc., 
Indianapolis 7, Ind., April 6, 1953. 






Senator Homer CapeHaRrT, 
Senator WILLIAM JENNERS, 
Washington, D. C. 


Dear Srr: There has been considerable newspaper discussion relative te the 
elimination of Reconstruction Finance Corporation. 

Our recent experience should qualify us to speak. 

We had several Government jobs both on a prime and a subcontract basis. 

The M174 fuse body required a $75,000 tooling program plus financing a 
working inventory. 

We have been a banking customer of the Fletcher Trust. We requested a 
loan, and upon their review of our needs we were refused. The same experience 
at the American National. 

Finally, we made inquiry at Smaller War Plants who directed us to RFC 
Their examiner made an inspection of our records, ete., their engineer made an 
examination of our plant facilities and ability. 

We were granted $100,000 to be used to process the Government contracts. 
This loan was in turn secured by equipment, real estate, and the assignment of 
the contracts. The arrangement is on a revolving basis and fits our needs 
perfectly. 

We are certain if other small companies knew how and would make the approach 
that RFC would work out equally as good a plan for them. 

We are a perfect example where no bank wanted us and where RFC by their 
help has permitted us to deliver over a million dollars of finished goods. 

Yours very truly, 



















A. I, Lewis. 






es 







Mera Coatinas & MANvuFACTURING Co., 
Elwood, Ind., April 10, 1958. 






Puotroswitcu. INc., 
Cambridge, Mass. 
(Attention John A. Long, executive vice president.) 

GENTLEMEN: Referring to the possible abandonment or a sharp reduction 
in the activities of the Reconstruction Finance Corporation, we are not hesitant 
in directing your attention to the valuable service that this agency has performed 
in many areas and in various industries. 

Some 5 years ago, this corporation’s survival depended upon financial assist- 
ance such as was afforded by the Reconstruction Finance Corporation and it 




















was Wi 
was al 
and 
comm) 

Our 
that d 
dating 

We. 
us and 
contin 


Senate 


C 


De: 
of the 
Whi 
the pe 
Finan 
Sta 
and b 
busine 
month 
the Re 
We 
more 
The F 
consid 
We 
take c 
separa 
Thi: 
Wit 
would 
comm 
I st 
Recon 
in tun 


Puore 


Ge 
dicati 
views 

Our 
under 
impos 
servic 
and w 
it is ne 
than « 
possib 
banki! 

The 
contra 





f our 


AtIOr 
most 
alter 
ssary 
nt 
8 
dera- 
ft 
at 
La! 
eT 

) 

) the 
ng a 
ed a 
lence 
LF ¢ 
if al 
AC 
nt 
ceeds 
Oat 
their 
Is 
ction 
itant 
‘med 
3818 
id it 





GOVERNMENT LENDING AGENCIES 507 


was with this agency’s assistance, through a long-term loan, that this corporation 
was able to overcome its financial handicaps, promote this profitable enterprise 
and maintain it as a source for dependable employment and revenue for the 
community, State, and Nation. 

Our sincerity and this corporation’s progress can best be explained in the fact 
that during the early part of this year, we made our final payment thereby liqui- 
dating the loan. 

We are deeply grateful for the support and opportunity this agency has afforded 
us and believe that this agency, or one of its kind that may supersede it, should 
continue this important responsibility for our various industries. 

Very truly yours, 
Raupx J. STARKEY, 
Assistant Secretary-Treasurer. 


Reicu Bros. MANUFACTURING Co., 
Terre Haute, Ind., April 10, 1958. 
Senator FrepeRtIcK G. PaYNp, 
Chairman, Special Reconstruction Finance Corporation Subcommittee, 
Senate Banking Committee. 

Dear Str: We have noticed considerable discussion concerning the elimination 
of the Reconstruction Finance Corporation. 

While I have read of certain deals that have not been in the best interests of 
the people, I would like to tell you of our experiences with the Reconstruction 
Finance Corporation. 

Starting in business in 1946, on very slim capital, we had, by 1949, designed 
and built a line of highly successful heavy mining machinery. During the 1949 
business recession, we found ourselves in need of working capital and spent 5 
months trying to obtain financial help from private sources, before turning to 
the Reconstruction Finance Corporation. 

We found the men in the RFC to be very thorough in their investigation, even 
more so than the private banks with whom we had been discussing our problem 
The RFC approved a participation loan with the only bank we could find to 
consider our case. 

We have been able to continue our business, in fact, to expand our factory to 
take care of 8 times our 1949 gross sales in heavy machinery as well as operate a 
separate division in jet engine part manufacturing. 

This has been done without need for additional financing. 

Without the help of the Reconstruction Finance Corporation in 1949, we 
would have been forced out of business, causing a loss to the people of our 
community. 

I strongly recommend that consideration be given to the continuance of the 
Reconstruction Finance Corporation as a helping hand to business in need, which 
in turn helps the employees and national economy. 

Very truly yours, 
WENDELL L. Rerca. 


BaRLEY-EARHART Corp., 
Portland, Mich., April 6, 1958. 
Pxroroswircs, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 


GENTLEMEN: I have your letter of March 31 in which you request a letter in- 
dicating our experience with the Reconstruction Finance Corporation and our 
views as to the continuance of this agency. 

Our present loan from the Reconstruction Finance Corporation is the eighth 
under which we have produced war and defense materials. It would have been 
impossible for us to carry on our operations manufacturing material for the armed 
services if these loans had not been made available to us. Our company is small 
and we have found that in order to do any business at all with the armed services 
it is necessary for us to negotiate contracts or to bid on contracts which were larger 
than our capital structure would ordinarily allow. As a result it has been im- 
possible for us to obtain any interest in our financing problems from individual 
banking sources. 

The Reconstruction Finance Corporation has adequately financed all of our 
contracts with the army so that we honestly feel that this Government agency has 
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contributed to the defense requirements of the country and fulfilled a need of sma!! 
business which would otherwise be neglected. 

For these reasons we are definitely interested in the continuance of the Recon- 
struction Finance Corporation. If this cannot be achieved we feel that the func- 
tions of the Reconstruction Finance Corporation in financing small business on 
defense contracts should be duplicated by some other Government agency. We 
appreciate your writing us on this matter. Following your suggestions we ar 
setting forth our opinions on the question in letters to our congressmen and 
senators. 

Very truly yours, 
A. C. Baruey, President. 





CAMFIELD MANUFACTURING Co., 
Grand Haven, Mich., April 8, 1953. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch Inc., 
Cambridge, Mass. 

Dear Mr. Lona: This is in reply to your letter of March 31 requesting an 
indication of our experience with the Reconstruction Finance Corporation and 
our views as to the continuance of this agency. 

The Reconstruction Finance Corporation rendered a very great and much 
needed assistance to this company by making to us a $500,000 5-year loan which 
was required largely to finance the conversion of our facilities, and the acquisition 
of additional facilities, for participation in the current defense program. Due to 
the length of time required for the development of the military products with 
which we are concerned and in addition the time required to put them into volume 
production the credit essential to carry us through the preliminary period was not 
available from ordinary commercial sources, and without the assistance of the 
RFC we would have been greatly embarrassed and hindered in the successful 
pursual of the program. 

We regard the Reconstruction Finance Corporation as a very important aid to 
small business and consider that its discontinuance would be a serious mistake 
and a great disadvantage to small business. Our experience has been that the 
RFC has shown an extremely conservative attitude in its loan policy, and we have 
gained the impression that a somewhat more liberal policy, without any sacrifice 
of sound loan principles, would be advantageous. 

In accordance with your suggestion we are sending a similar expression of our 
views to the Michigan Senators and Mr. Gerry Ford who represents our district 
in the House of Representatives. 

Sincerely yours, 
LAWRENCE V. MByYERING, President. 





Dovatas Toor Co., 
Detroit, Mich., April 20, 1958. 
PuoroswitcH, INc., 
Cambridge, Mass. 
(Attention John A. Long, executive vice president.) 

GENTLEMEN: It has come to our attention that consideration is being given in 
Congress to either curtailing or eliminating the activities of the Reconstruction 
Finance Corporation. 

We should like to call to your attention the great service this agency has per- 
formed in assisting the expansion of growth of industries in this area. 

The Reconstruction Finance Corporation has performed the very important 
function of assisting the growth of industries in this area while such industries 
are establishing an earnings record which will permit them to obtain private 
financing. 

Qur corporation is presently operating under a Reconstruction Finance Corpo- 
ration loan and this loan has in large measure been responsible for our growth, 
our contribution to the defense program and the general economy of this area. 
Prior to receiving this loan we had in our employ 30 men. Today we employ 
over 1,000. 

We respectively suggest that the activities performed by this agency be main- 
tained at their present level and that any action which you may take to secure 
this end will be in the best interest of small industries in this area. 

Very truly yours, 


MICHAEL Pinto, President. 





PHOTOS 


( 

Drak 
1953, Ww 
tailing + 
since it 
edly wil 
and is ¢ 
In ou 
to man 
has gre 
prograr 
financit 
the situ 
of the a 
nel at h 
the last 
All o 
ducted 
practic 
in cont 
We t 
unbiase 
Finance 
panies 
and th 
nation: 
We: 
you fin 
opinio! 


PHoTC 


GE! 
merits 
when 

Firs 
comm 
but di 
loan. 

We 
especi 
Our ¢ 
worki 
willin 
somet 

We 
asag 
that « 
agenc 

lant: 
ork 





f sma 


Recon- 
> func- 
ess 0 

Wi 
We ar 
n and 


lent. 


153, 


ng an 
n and 


much 
which 
sition 
ue to 
with 
lume 
8 not 
f the 
essful 


id to 
stake 
t the 
have 
rifice 


f our 
trict 


ce 


n in 
tion 


per- 


Lant 
ries 
vate 


"po- 
vth, 
rea. 
loy 


ain- 
ure 


GOVERNMENT LENDING AGENCIES 509 


FEDERAL INpusTRIBs, INc., 
Detroit, Mich., April 13, 1953 
Puoroswitca, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

Dear Mr. Lone: We were pleased indeed to receive your letter of March 31, 
1953, with reference to the consideration being given in Congress to either cur- 
tailing or eliminating the activities of the Reconstruction Finance Corporation, 
since it gives us the opportunity of adding our voice to the many which undoubt- 
edly will be heard in acclaim of the construction work which this agency has done 
and is doing. 

In our opinion, the RFC has rendered a very valuable and much needed service 
to many of the smaller business enterprises of this country. In our own case, it 
has greatly assisted our growth and our participation in the country’s defense 
program. Because of the inability of companies such as ours to secure proper 
financing from other sources, it is doubtful that we could have successfully met 
the situations which confronted us without Government assistance. With the aid 
of the agency, it was possible for us to continue steady employment of our person- 
nel at high wage levels; employment, in fact, has been doubled at our plant within 
the last 2 years as a result of the loan. 

All of our dealings with the agency in Detroit have been on a high plane, con- 
ducted in a most business-like manner and always in accord with top ethical 
practice. The personnel in the Detroit District Office with whom we have been 
in contact from time to time have merited and earned our highest regard. 

We believe that if the congressional committees will give this matter sound and 
unbiased consideration, they will find that the activities of the Reconstruction 
Finance Corporation have been beneficial to this country in rendering aid to com- 
panies which, for various reasons, could not be obtained from private sources, 
and thus helped stabilize and increase employment and maintain a higher level of 
national economy. 

We are writing to our Senators and Congressmen in the above vein; and, should 
you find occasion to use this letter, in whole or in part, in presenting the facts and 
opinions of business to Congress, you have our authority to do so. 

Very truly yours, 
Drew C. HaNetine, Presideent. 


Huck MANvuracturineG Co., 
Detroit, Mich,, April 13, 19538. 
PuoroswitcH, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

GENTLEMEN: Receipt is acknowledged of your recent letter regarding the 
merits of the Reconstruction Finance Corporation agency at this particular time 
when there is a great deal of publicity as to whether this agency is to be continued. 

First let us say that Huck Manufacturing Co. does have an approved loan 
commitment from Reconstruction Finance Corporation, in amount $1,400,000, 
but due to certain changes in our current plans we do not expect to take up this 
loan. 

We do feel that this agency serves a very real need for the small business firms, 
especially those who do not have many years of operating history behind them 
Our commercial banks today can, of course, be of considerable help insofar as 
working capital requirements are necessary, but in many instances they are not 
willing, and are not permitted by law to enter into the long term financing that is 
sometimes required to finance an expansion program. 

We definitely feel that Reconstruction Finance Corporation should be continued 
as a governmental agency, but only to be used to supplement commercial financing 
that cannot be entered into by the commercial banks. We do not feel that this 
agency should be in business to operate synthetic rubber plants, aluminum 
plants, etc., except in cases of real emergency brought about by imminence of 
World War. 


Verv trulv yours, 


ALFRED E. BENKERT, 
Executive Vice President. 











510 GOVERNMENT LENDING AGENCIBS 


an article 
have bee 
business | 


Nu-Era GrEar Conrp., 
Rochester, Mich., April 2, 1958. 
Puotoswitcn, INc., 






























Cambridge, Mass. Our p 
(Attention Mr. John A, Long, executive vice president.) services « 

GENTLEMEN: Thank you for your letter of March 31. I would be most happy record. 
to be of any assistance in furthering the continuance of the Reconstruction financial 
Finance Corporation. However, to date we only have the authorization, and inventor! 
from all indication it may be another 60 to possibly 90 days before we will actually We tal 
begin operation with the assistance of the Reconstruction Finance Corporation. utmost 1 
Therefore, I cannot give you any experience reports at this time. Agency's 

However, I do want to go on record that without the aid of an agency such the publi 
as the Reconstruction Finance Corporation businesses such as ours would be in activities 
a& very desperate position. Speaking for our company we could not possibly It see! 
take on some of the defense projects which we are involved in today. Therefore, considers 
it becomes a matter of mutual] aid both to the small business man and our national would ha 
economy and defense to continue the Reconstruction Finance Corporation. We joi 

Very truly yours, level, no’ 
Puitur 8, CHapnick. V 
Propuct ENGINEERING & MANUFACTURING CoRrP., 
Bridgman, Mich., April 8, 1958. 
Pxotoswitcn INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) Mr. -_ 

GENTLEMEN: Regardless how great a man’s desire to achieve, he must first have ra 
the opportunity to function. 

During the last 6 years, Product Engineering & Manufacturing Corp. has My D 
grown from a 2-car garage to a community enterprise supporting no less than 120 At pr 
families. This has been partially accomplished through the financial assistance Cxpersen 
we have received on two occasions from the Reconstruction Finance Corporation. with us 

Located in southwestern Michigan, Product Engineering services no less than 56 banking 
companys in and around the Chicago area. Our service consists of producing To = 
aluminum and zine dies and die castings. Of our total employed, over 50 percent at a tim 
are highly skilled. Our 22 tool and die makers are the backbone of our organiza- loan. 
tion; they supply “the tools of production”. We are in a highly technical field The ec: 
of endeavor. There are not many skilled die casters in the entire country. es 
Through the help of the Reconstruction Finance Corporation our group has been ing year 
able to “Build future die casters for the economy through our apprenticeship have tak 
program’’. For example, die castings are a major component in the production of 0 prove 
ammunition. of taxati 

It is for the thousands of people who work on the assembly lines at our cus- mental 1 
tomers plants. And for the future “capacity and know-how building” that we ask rather tl 
you to reject any and all efforts to curtail or eliminate the Reconstruction Finance as extinc 
Corporation. Don’t take away the opportunity to function. law disc 

Very truly yours, turn to § 
R. J. ScHALLER, relations 
Assistant General Manager. cate. 
Ryan Inpvustries, INc., 
Detroit 3, Mich., April 11, 1953. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge 42, Mass. PHOTOS’ 

Dear Str: Thank you for your letter of March 31, 1953, which outlined your 
company’s views concerning the Reconstruction Finance Corporation. You ( 
point out that the best interests of New England industry have been well served DEAR 
by the assistance of this Agency. It is our considered opinion that the contents with the 
of your letter could be presented either under our letterhead or the letterhead of The r 
numerous other businesses in the Midwest area without destroying its import required 
concerning the function of the Reconstruction Finance Corporation in this and paying | 
other areas. Weal 

It has been said that a few misguided individuals have completelv betrayed problem 
the trust placed in them by maneuvering Agency funds advantageously for them- operato! 


selves and others. Opposed to these reports, we have rarely, if ever, encountered 
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an article which praised the outstanding efforts of the many topflight men who 
have been delegated the authority of loaning and administering funds to deserving 
business enterprises. 

Our performance in developing and manufacturing articles for the armed 
services during World War II and the following postwar years is a matter of 
record. This record would not be so illustrious had we been unable to obtain 
financial assistance from the Agency which permitted the maintenance of material 
inventories essential to articles needed for the defense program. 

We take the position that the Agency, as it operates in Detroit, Mich., is of 
itmost importance to many small enterprises comparable to ourselves. The 
Agency’s knowledge of industrial financing, and its outstanding management of 
the public funds, are contributions to this community which would, if the Agency’s 
activities were terminated, cause the failure of many small businesses. 

It seems evident that small businesses which have requested and received 
consideration and financial aid from the Reconstruction Finance Corporation 
would have little reason to agree that the function of the agencies be terminated. 

We join with you in suggesting that the agency be maintained at its present 
level, not only in New England and the Midwest, but over the entire country. 

Very truly yours, 
Ryan Inpvustriss, INc., 
Perer Maeyari, President. 


Bria Stongs CannineG Co., 
Ortonville and Arlington, Minn., April 6, 1953. 
Mr. Jonn A. Lone, 
Executive Vice President, Photoswitch, Inc., 
Cambridge 42, Mass. 

My Dear Mr. Lone: We were granted a $100,000 loan by the RFC in 1951. 
At present we owe the RFC $30,000 and if necessary could pay this off. Our 
experience with the RFC has been excellent and from the standpoint of cooperation 
with us our relationship is as excellent and as constructive as with any of our 
banking institutions. 

To us the RFC formed a very worthwhile function and enabled us to operate 
at a time when banks would not help us because of the long-term nature of the 
loan. 

The canning business is one of peaks and valleys. It is not uncommon in the 
canning business for profits one year to reach the excess-profit level and the follow- 
ing year to have a serious loss. Because of our present taxation structure taxes 
have taken away the cushion that is necessary to properly weather such losses and 
to provide for necessary expansion. Unless there is a radical change in our theory 
of taxation by the Federal Government and a corresponding lessening of govern- 
mental regulations on the banking institutions, the need for RFC will increase 
rather than decrease. Our tax structure today has made risk or venture capital 
as extinct as the dodo bird. This country needs venture capital but as our present 
law discourages this form of investment in order for business to expand, it must 
turn to such agencies as the RFC. Again let me reiterate that our experience and 
relationship with the RFC has been most pleasant and has been at all times 
premised on sound business principles. 

Yours very truly, 
Epwin C. Kraus, President. 





Roserts AuTromatic Propvucts, INc., 
Minneapolis 23, Minn., April 3, 1958. 
Pxoroswitcs, Inc., 
Cambridge 42, Mass. 
(Attention of Mr. John A. Long, vice president.) 

Dear Sir: Replying to your letter of March 31, in regard to our experience 
with the RFC, we have been assisted greatly by their help. 

The rise in the cost of labor and all material and supplies, which we use, has 
required more capital during these late years than the money we had left after 
paying taxes. 

We are a small job shop and borrowing fixed capital on long-time loans is a great 
problem. The RFC, as now managed, is the best and only assistance to the small 
operator. What the RFC did in the past is water over the dam but as now run 





512 GOVERNMENT LENDING AGENCIES 


can be of great assistance to a growing business. Without it, many small and 
young businesses would have to go out of business. 

Personally, the writer has no sympathy with those who make or receive large 
unsound loans but this should be no excuse to discontinue or curtail loans to 
legitimate, honest, properly managed business. 

Very truly yours, 
GuEeNn Roperts, President. 


P. 8.—Roberts Screw Products was incorporated and changed to Roberts 
Automatic Products, Inc., with no change otherwise and has so been changed on 
the books of the RFC. 





GALLATIN Sanp & Grave. Co., 
Bozeman, Mont., April 7, 1958. 
PuoroswitcuH, INc., 
Cambridge 42, Mass. 
(Attention Talia A. Long.) 

Dear Mr. Lona: In reply to your letter of March 31, may we say that we 
are happy to relate our experiences with the Reconstruction Finance Corporation, 
and our views as to its continuance. 

Our firm came into being in 1947 with the help of RFC funds. Although one 
of the stockholders had operated in this field as an individual for a good many 
years, the expansion brought about through incorporation would have been 
impossible without RFC loan assistance. Altogether, we have received 4 sepa- 
rate loans totaling $39,500 and since our expansion program is still not complete, 
we are hopeful that the balance of the job can be completed with further RFC 
assistance. 

While it is true that we have found some of the regulations imposed by the 
agency annoying or restrictive, we must be equally frank and admit that we 
would not be in business today if it had not been for the RFC. Naturally, we 
feel very strongly that there should continue to be some type of Federal loan 
agency in the field to help small businesses. 

Best wishes in your efforts to acquaint the proper congressional committees 
with the facts regarding the need of small business for RFC type of loan help. 

Very truly yours, 
B. K. Jetmetanp, Manager. 





Montana ENGINEERING & ConstrRcTIon Co. 
Helena, Mont., April 6, 19658, 
Mr. Jonn A. Lona. 
Yxecutive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Srr: In answer to yours of March 31, 1953, attached please find a copy 
of a letter written to Mr. George Dunn, president of SBMA. I hope this will 
answer your letter. 

Very truly yours, 
E. A. DataKxow. 


MONTANA ENGINEERING AND ConstrucTION Co., 
Helena, Mont., December 12, 1952. 
Mr. GrorGcE Dunn, 
President, Small Business Manufacturers Association, 
Washington, D, C. 

Dear Sir: I have carefully noted the contents of your letter dated November 
12 and the enclosed material relating to your association’s efforts to have the 
Small Defense Plants Administration continued. You asked that I consider 
taking out a membership in the association. 

I have for some time given serious thought to a program needed by small- 
business concerns throughout the country, and I have come to the conclusion 
that we already have a Government agency that is fully equipped to carry out 
the objectives of the defense program for small business. This agency, in my 
opinion, if given the authority to follow the rules and regulations for which it 
was originally set up, can carry out the basic objectives of the defense effort 
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along with its regular assignments at very little additional expense. The agency 
I have in mind is the Reconstruction Finance Corporation. 

This agency is now very capably administered by a single administrator, and 
it does have experienced finance personnel located in their field offices. With 
some increase in personnel and other administrative expenses, I do not see where 
there should be any further need for duplication by another agency. My experi- 
ence with the local branch office of the RFC has been that they know their business 
and have helped me in many ways in straightening out my financial condition 
when a loan was not the contributing purpose. They have given me the best 
in sound counseling, even better than our banks have been able to do. 

During our present economic period, I firmly believe that we should do some 
real economizing in Government; in other words, do away with emergency 
agencies whose duties can well be performed by those agencies which have been 
established for many years and which are capable of carrying on extra programs 
assigned to them by Congress. 

Every time an emergency of some kind is determined an agency is established 
for this purpose and that purpose, which runs into millions of dollars to organize 
and operate. Business could not hope to survive if operated in a similar way, 
and certainly our Government cannot continue forever that way 

It is my opinion that if small business wants recognition then it must ask for 
a program that can be handled by the RFC and save in taxes the moneys that 
is expended to operate another agency that purely duplicated the RFC program 
I don’t want to leave the impression, ‘;owever, that I don’t appreciate the fact 
that I did receive a loan from RFC that was recommended by the SDPA. In 
the contrary, it is my opinion that if RFC had been empowered with the total 
function of defense financing I should have received the loan anyway. ‘The field 
staff here at Helena did all of the work in processing my application and recom- 
mending the loan. All SDPA did was to review the RFC file and_make their 
recommendation to RFC. Why was it necessary to do this? 

Therefore, in conclusion, I say let us get down to business and be realistic and 
ask our Senators and Congressmen to work out a realistic program for small busi- 
ness that will work and ean be handled by RFC instead of continuing with the 
burden of paying for the operation of defense agencies that are not needed. 

Ycurs very truly, 
Montana ENGINEERING & ConstRuUCTION Co 
By E. A. DaLakow. 


’ 





DrumMMonD, Monr., April 11, 1958. 
Hon. FREDERICK G, PaInn, 
Chairman, Special RFC Subcommittee of 
Senate Banking Committee, 
Washington, D. C. 

Dear Senator: The writer has been associated with various mining enterprises 
in both Idaho and Montana for over 20 years and is now operating on tungsten 
properties, on Henderson Creek, in Granite County, Mont., under an RFC loan 
recently granted for the enlargment of our operation. 

Their assistance was the only available means by which sufficient capital could 
be obtained to increase production of this critical material, although the operation 
itself had a practical and promising future based on a long reord of production. 
Mining is a specialized business, and experienced operators are handicapped by 
the difficulty of getting sufficient capital for expansion, when needed, through 
regular banking channels in Montana, and there is too slight an inducement to 
interest investors of private capital in mining ventures under existing financial 
regulations and tax restrictions. 

We also know that the RFC has been of constructive assistance to other mining 
companies and industries in Montana, particularly those needing extra capita 
not available from other sources, and the assistance of the RFC has bridged over 
the period between the start of profitable, growing industries and their develop- 
ment of production and earning capacity. It is readily understood what need the 
RFC has filled in the mining industry in this Northwest country with its tre- 
mendous undeveloped resources and unavailability of capital. 

It is, in our opinion, extremely necessary that the assistance of the RFC be 
continued as a means of providing additional capital for the expansion of produc- 
tion at the present time. We are heartily in accord with the effort to bring this 
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situation to the attention of those in Congress who have the matter under consid- 
eration. Our contribution to the defense effort has been made possible by the 
willing cooperation and timely assistance of the RFC and the members of its staff 
with whom we have dealt. We, therefore, respectfully request that the agency 
be maintained and feel assured that this will be in the best interest of all concerned. 
Trusting we may count on your cooperation, beg to remain 
Yours very truly, 
W. A. Noon. 


ARILE JUNIOR DEPARTMENT, 
Arile, Mont., April 11, 1958. 
Puoroswirtcn, Inc., 
Cambridge, Mass. 

Dear Sir: Your letter at hand. Would like to say that the RFC has been a 
wonderful help to us, and believe there are many businessmen like myself who 
are getting much needed aid; which otherwise isn’t available. 

We have found the staff nice to correspond with, and they have truly tried to 
help us in every way possible. 

I sincerely hope the Reconstruction Finance Corporation agency can be main- 
tained and hope that Congress will see fit to continue this agency. 

Sincerely, 
B. Pgarson. 


Price Moror Co., 
Butte, Mont., April 6, 1953. 
Pxoroswitcu, INc., 
Cambridge, Mass. 
(Attention John A. Long, executive vice president.) 

Dear Mr. Lone: Relative to your letter of March 31, 1953, regarding Price 
Motor Co., requesting a loan from the Reconstruction Finance Corporation, 
Washington D. C., for the purpose of building a motel in our ¢ity, in answer to 
your inquiry, I must say that during the meetings regarding our request for this 
loan, our local RFC office in Helena, Mont., which works under the RFC main 
office in Spokane, Wash, was certainly very cooperative and helped in every 
manner and form to make our business dealings most pleasant, and I cannot 
speak too highly for both the RFC offices in Helena and Spokane. The personne] 
in charge of the two different offices, I found by my personal experience, that they 
just went all out to be cooperative. 

My personal feeling regarding the RFC is that we certainly should continue 
this agency, and it goes without saying the RFC has helped out business in many, 
many ways, and I respectfully suggest that the activities performed by this agency 
be maintained at their present level. 

Very truly yours, 
Ep@ar Price. 


BLACKHAWK Founpry & MacuINE Co., 
Davenport, Iowa, April 3, 1953. 
Subject: Reconstruction Finance Corporation. 
Mr. Joun E. Lona, 
Executive Vice President, Photo Switch, Inc., Cambridge, Mass. 

Dear Mr. Lona: 1. We have been offered loans by finance companies at 
usurious rates. Obviously we would have no alternative without the existence 
of a creditable agency such as the Reconstruction Finance Corporation. 

2. We are in the unique position of having deliberately dissipated our cash 
reserves during the past years in order to avoid the Federal surtax on accumulated 
surplus. Large corporations can readily float stocks or bonds on the market or 
obtain funds from the insurance companies; these channels are not open to small 
business, consequently small business is confronted with an obstacle which cannot 
be surmounted without the Government’s moral recognition of its influence in the 
financial condition of small business. 

3. A larger working capital is required under present-day conditions due to the 
necessity of financing tooling and inventories for a far longer period of time before 
the inventories are placed in production. We are required to accept materials 
when obtainable even though those materials may not be used for 2 to 3 months 
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after delivery; under normal conditions much of this material is ordered from 
week to week, consequently a far smaller working capital is normally required 
for commercial work. 

4. It is our opinion that the Reconstruction Finance Corporation can do a vast 
amount of good for small business and that the malpractices, if any, should be 
corrected without destroying the Agency. It is our sincere hope that the Recon- 
struction Finance Corporation continues to serve small business 

Very truly yours, 
Frep Rurro.o, General Manager. 


DAVENPORT BESLER Corp., 
Dave nport, Towa, April 6, 1958. 


To Iowa Senators, Hon. Bourke B. Hicke nloo pe r and Hon. Guy Gillette, and local 
Congressman, Hon. Thomas E. Martin 

Str: I have read that consideration is being given in Congress to either cur- 
tailing or abolishing the functions of the Reconstruction Finance Corporation. 

For your information I wish to bring to your attention the great service rendered 
to our corporation by the Reconstruction Finance Corporation. A little over a 
year ago our corporation was faced with a very serious financial emergency. We 
had only a limited amount of bank credit which was insufficient to meet the crisis. 
Fortunately, we were able to qualify for a loan from the Reconstruction Finance 
Corporation under which we are operating at present on a profitable basis and 
steadily improving our financial position. 

It was then that I realized from actual experience the great service rendered by 
the Reconstruction Finance Corporation to American business concerns caught 
in the same circumstance as our own. 

Our corporation has a history of over 50 years in business, Our major product 
is building locomotives and has in excess of 400 employees. During both world 
wars we furnished the War Department with a considerable number of combat 
locomotives and other war material. We are at present building locomotives and 
loing other defense work for the War Department. 

In this connection I also wish to call your attention to the serious handicap 
under which small corporations like our own have to operate. Due to extremely 
high Federal income taxes, in addition State income taxes as in Iowa, leaves very 
little profit left for expansion or to set aside funds for tying over during slow 
business periods. Further this limit on profit does not attract new equity 
capital investment which, therefore, retards growth of small business. In view 
of these facts, the Reconstruction Finance Corporation for the purpose for which 
it was created can render a great service to American business. 

I -would, therefore, strongly urge that the functions of the Reconstruction 
Finance Corporation be maintained at the present level and would appreciate 
your serious consideration of this matter to that end. 

H. A. ARzBERGER, 
Secretary and Treasurer. 


C. L. Bryant Corp., 
Cleveland 4, Ohio, April 6, 1968. 
Mr. Joun A. Lone, 
Executive Vice President, Photoswitch Inc., 
Cambridge 42, Mass. 

Dear Mr. Lone: Thank you for your letter of March 31 m which you requested 
that I give you our experience with the Reconstruction Finance Corporation, as 
well as my views for its continuance. 

T can truthfully say that had it not been for the Reconstruction Finance 
Corporation it would have been impossible for us to operate since early in 1951 
when we secured a loan for the financing of the Quartermaster Corps contract. 
Since that time we have had two other loans for the same purpose both of which 
are now paid. We now have another application before them for a small loan for 
the financing of another such contract. 

Everyore in this organization from the Cleveland office through Washington 
whom I have ever had the pleasure of dealing with were men who knew their 
business, considered that they had an obligation to the taxpayers, as well as to 
perform the functions of loaning money where bank credit was not available. 
Never has a loan been made to us without a very careful analysis of all the con- 
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ditions with a view to helping the defense effort, and at the same time preserving 
the assets of Reconstruction Finance Corporation, and in all instances insisted 
upon guaranties to give them the maximum amount of protection, 

It is my personal opinion that without the Reconstruction Finance Corporation 
to assist particularly small business our defense program would suffer and in the 
event of a reduction in our present economy that a great many companies who 
do not qualify for bank credit, which still do not present any great potential loss 
on loans made by Reconstruction Finance Corporation, would be forced out of 
business. 

I certainly hope that you will express my views to the congressional committees 
considering continuance of Reconstruction Finance Corporation. 

Yours very truly, 
E. Lee MERRILL, President. 


THe Brush Beryiiium Co., 
Cleveland 8, Ohio, February 26, 1958. 
The Honorable Ropert A. Tart, 
United States Senate, Washington, D. C. 


My Dear Senator Tart: Our new administration in Washington has at this 
early dete justified our confidence in it 2nd revived hope in our country. I agree 
wholeheertedly with the principle thet government should not complete with 
privete enterprise, but I believe it is undesireble to make sweeying ebolition of 
the Reconstruction Finence Corporetion. While some of its ectivities might 
well be discontinued, the extent to which this agency fills a real need should be 
recognized end rete.ined in some form or other. 

The cese of the Brush Beryllium Co., of which I am treesurer, presents a good 
example of the service rendered by RFC. For a period of 4 yeers, beginning in 
1948, the United States hed only one source of veryllium copper, @ stretegic 
alloy. During World War II we hed been the second source, producing 40 per- 
cent of the Netion’s supply. Fire substentielly destroyed the plant and, due 
to a combination of circumstances, we were financially uneble to replece our 
production facilities. Two lerge Cleveland banks, one of whom knew our com- 
plete history, justifiebly declined to finance the construction of a new plant. 
Their judgments were well within the realms of sound banking practice. After 
the essentielity was certified by Defense Production Administration, the RFC 
authorized a loan to our company which enabled us to assemble and erect the 
necessary plant, which is now being completed and will commence production 
next month. 

I should like to register this word of caution in any zealous effort to eliminete 
the RFC thet there seems to be a certein scope of its function which is very im- 
portent to the stability and progress of our country. I respectfully urge your 
consideration of this matter. 

Sincerely yours, 
D. H. HERSHBERGER. 


Burton-Ropcers, INc., 
Cincinnati 16, Ohio, April 6, 19538 
Puotoswitcu, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

GENTLEMEN: Replying to your letter of March 31 we have already writter 
our Senators and Representatives in behalf of the RFC testifying as to the as- 
sistance in our case. 

We are a small company predominantly concerned with defense work and were 
unable to get financial assistance required through normal banking channels. 
We sought help through Small Defense Plants who referred us to RFC and a 
satisfactory loan was arranged in a relatively short time as a result of which our 
situation has improved immeasurably. Of course what has happened to us 
might have been accomplished in a good many other ways but the fact is that no 
one would take the responsibility and we went through every large bank in this 
city as well as through the Federal Reserve with no success whatsoever, but now 
that the RFC has helped us out we could probably get assistance from any one 
of the banks with no difficulty at all. 
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In my judgment, therefore, this agency has performed a very well worthwhile 
service in our connection which has definitely been for the benefit of the Govern- 
ment in its defense effort and unless some adequate susbstitute capable of doing 
the same thing is determined upon it would be our opinion that elimination of 
the RFC would be a great mistake. 

Yours very truly, 
BurTon-RODGERS, 
Paut C. Ropeers, President. 


Butcuer & Hart MANUFACTURING Co., 
Toledo, Ohio, April 9, 1968. 
PuoroswitcH, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

GENTLEMEN: The management of this company is heartily in accord with your 
views on the Reconstruction Finance Corporation as expressed in your letter to 
us of March 31 and the accompanying copy of your communication of February 
25 in your message to Massachusetts Congressmen. 

If there were anything but a bare sprinkling of businessmen in Congress they 
would quickly and fully appreciate the vital role that RFC plays insofar as small 
business is concerned in particular, without any correspondence from you or me. 

While I am very firmly opposed to Government interference in business or 
commerce in any way, shape or manner, providing private capital will do the job, 
I do feel that RFC has performed a particular!y commendable service. 

While there has been some unfavorable publicity and undoubtedly some poor 
loans made, I truthfully believe these to be due to the type of thinking inherent 
with official Washington of former days. Practically every private banking 
institution has made at least one bad loan in its history and therefore from an 
overall standpoint, I have nothing but praise for RFC and what it has done for 
our company, past and present. 

Unfortunately, private banking is not interested in the type of loans our com- 
pany has had to have and therefore our only alternative, if we are to stay alive 
in view of past Government policies insofar as taxation, depreciation and a long 
list of other small business measures are concerned, is to seek RFC aid. In some 
way, I think it is obvious that under proper supervision, a good industrial banking 
principles and faith in the future of America, RFC is a necessity for small business 
until, and unless, private banking has a radical change in its present conception 
of industrial loans. 

Best wishes for your success. 

Very truly yours, 
J. H. Burcuer, President. 


Tue Buxparom Co., 
Canton 1, Ohio, April 7, 1958. 
PuoroswitcH, INc., 
Cambridge, Mass. 
(Attention of Mr. John A. Long, executive vice president.) 


GENTLEMEN: We have your letter of March 31. 

We applied for an RFC loan and one was authorized for us but not at the 
amount we requested, and so far we have not accepted the loan authorized. The 
matter is still open. 

Our relationship with the Reconstruction Finance Corporation has been very 
satisfactory, all the way through and we believe they or some other agency like 
them, are very essential to small business. 

Yours very truly, 
By ALBert BuxBaum. 


Evano Corp., 
Yenia, Ohio, April 10, 1953. 
Puoroswitcu, Inc. 
Cambridge 42, Mass. 
(Attention Mr. John A. Long.) 
Dear Mr. Lona: Your letter of March 31, 1953, which outlines your present 
activities with respect to the continuance of the Reconstruction Finance Gone 
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ation and the advantages gained by your section of the country, can very well be 
repeated by us, and our experience is promulgated as follows: 

I can readily visualize the portent of the average imaginative mind of those 
who do not need or want help from a government agency such as the Reconstruc- 
tion Finance Corporation. However, this kind of thinking does not necessarily 
reflect what is best for our country. P 

Our company is presently engaged in the production of a half-million dollar 
program of jet engine parts. At the inception of this program we had the experi- 
ence and engineering talent but due to our monetary size we would never have 
been able to purchase the quantities of raw materials necessary for such a program 
had it not been for the Reconstruction Finance Corporation. We were requested 
to broaden and expand the scope of our facility which included more machines 
and more employees. This requires additional working capital and additional 
capital investments which left little for the purchase of raw materials. 

The Reconstruction Finance Corporation vas directly responsible in assisting 
us in producing tubing assemblies for jet engines; tubing assemblies which could 
not be produced in 90 percent of the small industrial plants in the Nation today 
due to lack of experience and specialized eqiupment. 

It is my opinion that as long as we have a defense program which is geared to 
the international race for the most modern fighting equipment for survival, it 
would be the most extreme short sightedness to curtail or eliminate the activities 
of an agency such as the Reconstruction Finance Corporation. 

Very truly yours, 
C. M. Barser, Secretary-Treasurer. 


Fauts Inpustries, INc., 
Solon, Ohio, April 18, 1958. 
Puoroswitcna, INc., 
Cambridge 42, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

GENTLEMEN: We have your letter of March 31, 1953, asking that we write 
to you concerning our experience with the I econstruction Finance Corporation. 

We are a small corporation employing less than 100 people and can, therefore, 
speak only for small industry. Ve feel very strongly that the Feconstruction 
Finance Corporation has played an important part in the industrial development 
of our country through its help to companies such as ours. 

Our company is approximately 6% years old and is, therefore, in the category 
of a growth company. We need not review all of the difficulties confronting a 
company such as ours under the present taxing system. Our last expansion would 
not have been possible if it had not been for the RFC. We are, therefore, very 
appreciative of the help which was given to us. 

Ve would go on record as saying that as long as the present unfavorable tax 
situation exists the Reconstruction Finance Corporation or any similar agency is 
very important to the life and growth of small industries. 

Very truly yours, 
Roy J. Zoor, 
President and General Manager. 


IMPERIAL Giass CoRP., 
Bellaire, Ohio, April 15, 1953. 
Mr. Jonn A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge 42, Mass. 

Dear Mr. Lone: This is, of course, only our own story, but there must be 
many, many more of similar importance over the length and breadth of our 
country. In our opinion, the Reconstruction Finance Corporation fills a definite 
need in the business world, and it has certainly justified its existence by steadily 
returning a profit to the people as a result of its operation. It does not overlap 
or replace other borrowing facilities, entering into loans only when the other 
facilities are unable to provide them, regardless of the merit of the application. 

We first turned to the Reconstruction Finance Corporation in 1939. The long 
depression had reduced our physical property to a serious state of disrepair, and 
on the horizon of general business recovery, we were without the funds necessary 
for improvement and working capital to meet the situation, nor could the local 
banks provide them for us. Our problems were solved by a loan obtained from 
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the Reconstruction Finance Corporation, and the result was so successful that 
we were not only able to reestablish our company in the table glassware industry, 
but to secure our position for the future, retiring the loan, incidentally, consider- 
ably ahead of schedule. 

Recently we were presented with an opportunity to diversify our efforts by 
entering into the fiber glass field, as a subsidiary operation to our table glassware 
production. Again, finances were required which were beyond the ability of 
local banks to provide, and again we looked to the Reconstruction Finance Cor- 
poration for assistance. Even with careful analysis proving our project to be 
both a wise and lucrative investment, had there not been the Reconstruction 
Finance Corporation, it is extremely doubtful that we could have been enabled to 
proceed with it. 

It is our fervent conviction that the Reconstruction Finance Corporation is 
vitally necessary to the welfare and progress of American business. Government 
restrictions on the loaning ability of independent banks is such that, even for 
good cause and with adequate need, thousands of companies of similar position 
to our own would be cut off from practically the only remaining source of emer- 

ency financing. It has become an integral part and a valuable asset of the 
Nation’s financial structure, and we sincerely hope that our Congressmen will 
firmly oppose the present move to curtail or eliminate its activities. 
Very truly yours, 
GrorGe W. Boyp, 
Secretary- Treasurer. 


Scort-BRoWNE Corp., 
Newtown, Ohio, April 10, 1958. 
PHoroswitcH, INC., 
( ‘ambridge , Mass. 
(Attention Mr. John A. Long, executive vice president.) 

Dear Mr. Lona: We have your letter of March 31, 1953, in regard to Senator 
Payne, requesting information on the assistance that the RFC has given our 
business. 

We are pleased to advise that if it hadn’t been for the Reconstruction Finance 
Corporation, we would not be in business today by ourselves. We, like other 
small businesses with good products and possibilities, would have been forced to 
turn to the sale of our corporation at a sacrifice price, leaving us with very little 
equity ourselves. 

Through the benefit of the RFC loan, we find that we are now operating at 
capacity, providing employment for 35 employees, furnishing defense contracts to 
the Government, which were awarded to us on competitive bids, and making a 
profit. 

By realizing this profit, we are in a position to pay back to the Government 
our loans, as well as interest to them and taxes on the profits that we have made. 

We also have written our Senators in regard to the same situation, as you have 
done on February 25, 1953. However, we find that, unfortunately, our Senators 
and Representatives seem to be interested strictly in the assistance to big-business 
enterprises only, and do not understand the problems of the small businesses. 

There are many important points where the RFC has benefited our company 
and other small businessses, which we have outlined to our Senators and local 
Congressmen. 

We believe that you will find New England isn’t the only part of the country 
thet the RFC hes helped, as I know here in Cincinnati the Reconstruction 
Finance Corporation hes been the foundetion of meny successful enterprises, 
which ere not only doing deferse work but are furnishing items that improve 
the working conditions end heelth and strength of our economy. 

In our personal opinion, it would be @ mistake for the Government to eliminate 
the RFC, especially since they have produced a profit and have turned over to 
the United States Government & considerable amount of cash as a result of their 
efforts. 

We sincerely hope, like every other small business in the United Stetes, that 
the Congress of the United States, as well es our President, will find just reesons 
to retgin the RFC, in order that they may further advance free enterprise in the 
United States. 

Yours very truly, 
Rocer F. Martin, Treasurer 
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STaNDARD-THOMSON CorpP., 
Dayton, Ohio, April 14, 1958. 
PxHorToswitcn#, INc., 
Cambridge, Mass. 
(Attention John A. Long, executive vice president.) 


Dear Mr. Lone: We were very interested in your letter of March 31 regarding 
the Reconstruction Finance Corporation and we are pleased to present our feelings 
on the matter of the continuance of that agency. 

Our company is presently working under a Reconstruction Finance Corporation 
loan covering plant expansion necessary to enable us to expand our defense produc- 
tion. Our experience with the RFC has been most pleasant and we have found 
throughout all our dealings that their attitude has been one of help to the small 
contractor while at the same time adequately protecting the interests of the 
Government . 

The type financing which they furnish cannot, in most cases and specifically in 
our case, be secured through private financing. 

We firmly believe that this agency has a definite place in the business economy 
of this country and we shall certainly urge our Congressman to oppose any move 
toward the abolishment of it. 

Very truly yours, 
F. E. Weer, Treasurer. 


Newton Mowers, INc., 
Manitowoc, Wis., April 6, 1958. 
Pxroroswirtcu, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

Dear Mr. Lone: Your letter of March 31, 1953, regarding the future activities 
of the Reconstruction Finance Corporation came to us at the opportune time 
because we were just about to write to our Congressman about this same matter. 

The Reconstruction Finance Corporation has been of considerable assistance 
to us in obtaining working capital. Being a new corporation, comparatively, we 
have had considerable trouble in obtaining adequate working capital even though 
we have proved our product and proved ourselves a stable and progressive 
corporation. 

The inequities of the tax laws have cut our profits to a point where our gains 
cannot supply the working capital needed. 

The Reconstruction Finance Corporation has been very instrumental in 
keeping us in Operation. 

We firmly believe previous abuses of the Reconstruction Finance Corporation 
call for certain amendments such as a $500,000 or $1 million limitation on loans, 
but we do believe that the Reconstruction Finance Corporation should not be 
eliminated; in fact, should be encouraged to help small businesses. 

Yours very truly, 
Newton Mowers, Inc. 
By A. H. SENGLAUB. 


CENTRAL STATES 
Brocar, Inc., 
Wichita, Kans., April 6, 1958. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 


Dear Mr. Lone: Thank you for your letter of March 31, 1953. Crescent 
Manufacturing, Inc. changed its name to Brocar, Inc., in January of 1953, which 
will explain the difference in the names to you at this time. 

In the spring of 1952, we has some rather substantial subcontracts for producing 
aircraft parts. We needed additional financing, both for the purchase of machin- 
ery and for working capital. The Reconstruction Finance Corporation, through 
a bank participation loan, loaned us $100,000 in June 1952, which loan has since 
been reduced on schedule to approximately $30,000. It would have been im- 
possible for us to have handled these contracts without RFC participation, and it 
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certainly helped the defense effort as well as our company. The RFC was very 
courteous and helpful and assisted us materially in our financing program. 

If you wish to use this letter with Senators or Members of the Congress, you 
have my permission. Thank you again for your interest in writing. 

Yours very truly, 
Brocar, Inc. 
By CuHarLes C. Brownina, Jr., 
President. 


Farm Bet Fertivizer & CHemicat Co., 
Kansas City, Kans., April 10, 1958. 
Mr. Jonn A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 


Dear Mr. Lone: In regard to our relations with the Reconstruction Finance 
Corporation, this agency has been of great assistance to us and we feel that it 
has not only performed its job satisfactorily from our standpoint but also from 
the standpoint of our community in general. 

Perhaps I am best qualified to comment upon the help it has given to us since 
on two occasions we have had badly needed RFC loans and are currently operating 
inder the second one which was a flood-assistance loan. The first loan we had 
was repaid and we have every expectation of repaying the second one within less 
than half of the time specified in the loan agreement. 

It has been my observation that the Kansas City agency has always operated 
in a prudent and businesslike manner. For these reasons I feel that its con- 
tinuance would be of benefit to the people of the United States. 

Yours truly, 
J. Doyie Parrerson, President. 


Kansas SERVICE GROCERS, 
Kansas City, Kans., April 10, 1953. 
PHoroswitcH, INc., 
Cambridge, Mass. 
(Attention of John A. Long.) 


Dear Mr. Lone: Thank you for your letter of March 31 requesting our views 
and experiences with the Reconstruction Finance Corporation. We were one of 
the organizations in the Greater Kansas City area that suffered from the disastrous 
flood of 1951. 

We can sincerely say that if it were not for the RFC coming to our rescue, 
that we would have had a very tough time in continuing our wholesale grocery 
business. This I know is true of many other organizations in the Kansas City 
area. The people representing the RFC in Kansas City area have been very 
cooperative with our organization. 

Since we received our loan in the latter part of 1951, we have been well on our 
way to recovery. At this writing, we have paid to the RFC in principal and 
interest over 1 year’s payments in advance. 

We certainly feel that it would be a mistake on the part of Congress to eliminate 
Reconstruction Finance Corporation, particularly so for organizations that woulp 
suffer a destruction as ours suffered. 

Sincerely, 
Louts Secesrecut, Manager. 


Service InpusTrRiaL CLEANERS, INc., 
Kansas City, Kans., April 9, 1958. 


Mr. Joun A. Lona, 
Photoswitch, Inc., Cambridge, Mass. 


Dear Sir: Replying to your letter of March 31 in regard to the elimination of 
the Reconstruction Finance Corporation. 

We are operating under the RFC by virtue of the flood of 1951. We acquired 
what is known as a distress loan from the RFC. This was certainly a lifesaver, 
for not only our organization but many other small-business concerns that could 
not have existed had it not been for the RFC. 

Our relations with them thus far have been very good. We think as many 
other businessmen in this area: This agency above all others should be allowed 
to continue. 

Very truly yours, 
D. B. ANDERS. 
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ABERNATHY Casket Co., 
Kansas City, Mo., April 9, 1958. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 


Dear Mr. Lone: The newspaper has brought to my attention that considera- 
tion is about to be given in Congress to either curtailing or eliminating the activities 
of the Reconstruction Finance Corporation. 

I am very concerned in the Reconstruction Finance Corporation. because of 
the great service this Agency performed in Kansas City to assist businesses which 
were practically wiped out as a result of the flood, July 13, 1951. It would have 
been impossible for our business to reopen if we had not had the assistance of the 
Reconstruction Finance Corporation. This is not only true for our business, but 
also includes many other businesses here in Kansas City. 

Our corporation is presently operating under a Reconstruction Finance Corpo. 
ration loan, which has greatly facilitated our profitable growth, our contribution 
to Kansas City industrial expansion, and employment. 

I respectfully suggest that the accivities performed by this Agency be maintained 
at their present level, and that any action you take to assure this will be in the 
best interest of our industry. 

Cordially yours, 
E. O. Harris, President. 


BruNSON [NstrUMENT Co., INc., 
Kansas City 6, Mo., April 8, 1953 
Puoroswircu INc., 
Cambridge 42, Mass. 
(Attention Mr. John A. Long.) 


Dear Mr. Lona: I am very happy to write you a letter about the Reconstruc- 
tion Finance Corporation. 

The Brunson Instrument Co. was started by myself in 1938. It has had a 
steady, sound growth ever since. In 1940, I secured from the Reconstructior 
Finance Corporation a loan for $2,800 to make further growth with the company 
I doubt that there has been a year since that time that I haven’t had to borrow 
money from this agency. The company has gone from a 1-man organization t: 
over 100 employees, and during the Seeond World War we were up to 150 employ 
ees. The largest sum I have ever had outstanding with them reached $350,000 
and this has all been paid back. At present we owe the Reconstruction Finance 
Corporation approximately $40,000 which pays off at $1,000 a month. With t! 
help of the Reconstruction Finance Corporation we have grown from a small 
repair shop, to almost $1 million business, annually. 

Now, one might say that there is no reason why we should be in business, but 
a check with the Ground Control Branch of the Engineer Research and Develop- 
ment Laboratories, Fort Belvoir, Va., would show that the Brunson Instrument 
Co. has been a great. contributor on a number of their new developments. About 
half of our capacity has gone into defense work the last few years. 

We manufacture surveying instruments and allied precise instruments. 
Through our own design and manufacturing ability we were able to give the 
Government and the public an instrument that not only is more accurate but 
will retain that accuracy long after our competitors’ instruments are worked over 
several times. 

I have been unable to secure financing from the banks. It has only been in 
the last year that the banks would even entertain the idea of loaning me up to 
$100,000 with the Government guaranteeing 90 percent of it, and the appraised 
value of our shop and machinery alone is over $400,000. Banks tell me that they 
cannot make a long-term loan such as a year ortwo. Of course we have no manu- 
facturing banks in this area, The banks know about livestock, produce, and 
ready-to-wear, but have failed as far as the small manufacturing firm is concerned 
in providing working capital or any funds for expansion. I am sure that there 
are thousands of small companies throughout the United States who are in the 
same position that we are in. These long-term loans are necessary for growth, 
and Reconstruction Finance Corporation appears to be our only hope for further 
growth. 

We urge that the Reconstruction Finance Corporation be continued. 

Very truly yours, 


A. N. Brunson, President. 
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INDUSTRIAL Propucts MaNnuractTurINnG, Co 
North Kansas City, Mo., April 14, 1953 
HOTOSWITCH IN« 
Cambridge, Mass. 
Attention Mr. John A. Long, executive vice president 


Dear Sir: We understand that consideration is being given in Congress to 
ther curtailing or eliminating the activities of the Reconstruction Finance 
orporation 

We firmly believe that the Reconstruction Finance Corporation should not 
eliminated or even curtailed in any degree of its activities. Industrial Products 
Manufacturing Co., has at. the present time available for them a loan from the 
Reconstruction Finance Corporation. This loan was made available by the 
Reconstruction Finance Corporation to enable this corporation to continue its 


srowth and to establish itself on a firmer financial foundation Industrial 
Products Manufacturing Co. is a small corporation incorporated in the State 
Missouri in 1943 Although to date we have not availed ourselves of the 


an which is available to us it is comforting to know that our application has 
een approved and these funds are available to us when they are needed 

We feel that through the availability of this loan that this corporation will be 

a better position to contribute to the industrial expansion now taking place 

the Midwest as well as enable us to continue our part in the defense program 

Although we were not affected by the flood which ravaged the Midwest in 

151 we are personally acquainted with numerous businessmen who were helped 
vy the Reconstruction Finance Corporation. Without the assistance and aid 
given them by the Reconstruction Finance Corporation they would not have 
een able to continue their businesses. 

We, therefore, feel that it would be an unwise and even disastrous move on 
the part of Congress to curtail or eliminate the activities of the Reconstruction 
Finance Corporation. We, therefore, would like to suggest that the Reconstrue- 
tion Finance Corporation be maintained at its present level and capacity because 
we feel through this agency will come the ‘‘tools’’ which will enable business to 
ontribute to a greater United States of America. 

Since rely, 


J. J. Peacock, Treasurer. 


NEWMAN MANUFACTURING Co 
Kansas City, Mo., April 6, 1958 
HOTOSWITCH, INC., 
Cambridge, Mass 
Attention Mr. John A. Long, executive vice president 
GENTLEMEN: We appreciate your letter of March 31 in reference to the cur- 











ailment of the Reconstruction Finance Corporation 
For a number of vears it has been necessary that we obtain outside financing 
a fall inasmuch as our line of goods are quite seasonable, being garden tools 
Che Reconstructi Finance Corporation has been of great assistance to us in 
aking these annual loans If this agency is discontinued we are quite sure that 
will result in a hardship to our company. Our relationship with the Recon- 


struction Finance Corporation for the past number of years, and with their 
personnel, has been most pleasant and we very sincerely trust that it will not be 
abolished as we firmly believe that there is a great need throughout our country 
for this type of financing for small-business corporations 

We most certainly will write to our Congressmen giving our views on this 
subject 

Yours very truly, 
J. G. Gare, General Manager. 


WESTERN MERCANTILE Co., 
Kansas City, Mo., April 16, 1953. 
Mr. Joun A. LonG 
Executive Vice President, Photoswiich, Ini 
Cambridge, Mass 


Dear Mr. Lone: In July of 1951 my corporation suffered a $200,000 loss caused 
by the disastrous flood of the Kansas River. 

From all appearances, it looked as though we were completely wiped out. 
Upon the advice of my attorney, we negotiated and received a $200,000 loan from 


the RFC. 
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This loan allowed us to rebuild our buildings and restock our inventory. Since 
that time we have made decided steps toward the reestablishment of our business. 
We have been improving rapidly during the past year. 

I doubt sincerely whether any banking agency would have taken us on, and 
had it not been for the RFC, I am sure we would have had to dissolve our business 
and corporation. 

We certainly feel that the RFC is a great aid to small American businesses and 
should be continued as it has in the past. 

If there is further information you would like, please feel free to call on me. 

Yours truly, 
Frep Cotvin. 


P. S.—For your information I am enclosing one of our boeklets that we pub- 
lished, The Rains Came, which will give you some idea of what we went through. 


SOUTH CENTRAL STATES 


AMERICAN HANDLE Co., 
Jonesboro, Ark., April 6, 1958. 
PxHoroswitcu, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 


GENTLEMEN: In reply to your recent letter concerning the Reconstruction 
Finance Corporation, it is indeed a pleasure to recommend to you that this agency 
definitely be continued. 

The RFC greatly assisted us, and we feel certain that it has assisted other small 
manufacturers. Our experience with the RFC has been in connection with our 
local bank. The bank was willing to loan us money, however they insisted on a 
short-term loan. With their assistance and their participation, we secured an 
RFC loan payable in equal quarterly installments over a 5-year period. 

As you know short-term loans are not very helpful in any expansion program, 
and if for no other reason the RFC is a benefit to all businesses with their long- 
term loans. 

Very truly yours, 
J. M. Farrueap, President. 


BoBaNnok Corp., 
Fort Smith, Ark., April 8, 1953 
Puoroswitcn, INc., 
Cambridge, Mass. 
(Attention John A. Long.) 


Dear Mr. Lona: I have your letter March 31 requesting that I indieate my 
experience and express my views as to the continuance of the RFC. 

My contact and experience with the RFC has been with the Little Rock Office 
and I never expect to deal with a more thorough intelligent, and business-like 
group of men. I don’t believe anyone could possibly obtain a loan from this 
office that was not properly secuted and protected. In addition to the loan we 
received after their very thorough investigation, I have learned some very valuable 
lessons in good, sound, business principles that are worth a lot to me. 

At the time we sought and obtained our loan from the RFC we were faced with 
a very difficult situation. We had to buy the building we are in or be faced with 
the possibility of having to move the factory with no place to go. This was the 
only place we could obtain a loan with sufficient time for repayment to keep our 
payment within our earning capacity. 

I am sure that our business is not the only one which has been, and is being, 
saved by the RFC. 

It is my honest opinion that it would be a tragic mistake to destroy this 
institution. 

Very sincerely, 
Bor Hr 
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Farmers Mitt & Exevaror, INc., 
McGehee, Ark., April 4, 1953. 
Mr. Joun A. Lona, 
Photoswitch, Inc., Cambridge, Mass. 


Dear Mr. Lona: We are pleased to go to bat for the RFC. It would be a 
disaster for small business especially in Southern States. 

The banks in our area are in a position to loan money selectively. This means 
that a small business has to look to someone else for financial aid. 

We feel the abolition of the RFC is merely a political scheme which w:1l be 
costly since the Government will be forced to maintain some form of loan agency. 
This means closing out one and opening another. 

Our dealings with the RFC have been pleasant and we feel we owe them any 
help we can give to keep them in business. 

Sincerely, 
R. D. Cox, President. 


G. R. McSwine Lumser Co., Inc., 
Pine Bluff, Ark., April 7, 1958. 
Puoroswircn, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long.) 


GENTLEMEN: Relative to yours of March 31 regarding Reconstruction Finance 
Corporation. 

We owe our very existence to this organization. 

Although our business was and is solvent, our inventory loans had been called 
and we would, of necessity, have been forced to shut down and our loss would 
probably have been so great that we might very likely have discontinued entirely. 

We would have been forced to cut off production and liquidate our lumber stock. 
With the overhead and other losses due to forced reduction we probably would 
have lost $20,000. 

Our production personnel would have gone to other jobs. Some of our top 
people in operation would have followed. All in all, I very much doubt if we 
would have lived through a reorganization. 

The RFC came to our rescue with an immediate participation loan and with a 
fortunate upturn in the market we hope to recover. 

We are definitely in favor of continuance of this agency. 

From the above of course you realize that we are a very small and unimportant 
concern, but, were all such concerns in the United States to close, all business 
would close. 

We employ at capacity 50 men. 

Hoping that this will help a little we are, 

Yours truly, 
G. R. McSwine. 


Paice E. MuLHOLLAN Co., 
Fort Smith, Ark., April 3, 1958. 
Puoroswitcn, INc., 
Cambridge, Mass. 
(Attention John A. Long.) 

GENTLEMEN: I have your letter of March 31 in which you request our exper- 
ience with the Reconstruction Finance Corporation and more specifically as to 
whether it has been genuinely helpful to our operation. 

It is difficult for me to regard the present condemnation of the RFC in a purely 
objective manner because of the inestimable help they have been to our organiza- 
tion and indirectly to the hundreds of the smaller firms that depend upon our 
service. 

We are wholesale distributors of furniture, serving a rather confined area in the 
Southwest, and the fact that we were able to receive a RFC loan made it possible 
for us to extend our services throughout this area bringing thousands of dollars 
in freight savings and quantity buying price reductions, to many hundreds of 
small retail dealers who otherwise would have been unable to afford the various 
marketing expenses necessary for their survival. By a simple process of applica- 
tion, it is easy for us to figure out that the business activity generated by our loan 
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at the manufacturing, distributing, and retailing level has each year produced 
enough income taxes to equal the face value of the loan. 

The good Congressmen and Senators who are opposed to this, I think, must be 
far removed from either personal financial problems or entirely unaware of 
the other Government agencies who work in direct opposition to the objectives 
of the RFC. For example, the national banking laws prohibit the extension of 
capital loans. If there are to be no agencies such as RFC then frankly, I can see 
no alternative for there to be any growing businesses in the future. Obviously, 
those businesses which are well established or those large enough to secure their 
operating funds through the issuance of long-term debentures do not need this 
service. Indeed, I sometimes wonder if they are not the instigators back of the 
current agitation. Certainly they will prosper at the expense of a free enterprise as 
no new and aggressive organization has a chance to grow under present income- 
tax laws unless long-term financing is made available from some source. 

Personally I think the criticism launched at the RFC is both stupid and ridic- 
ulous. To condemn this agency with all of the fine work that it has done, simply 
because there have been instances of collusion and fraud, is as foolish as con- 
demning the institution of marriage because some end in divorce, or asking that 
we prohibit the practice of medicine because some doctors are quacks. 

As I said at the beginning of this letter, I feel very strongly on the issue of those 
Federal representatives who pursue policies due to various pressure groups that 
may not be in the interest of the general public. 

We will be glad to submit to you at any time any details regarding our loans 
which I can assure you were made on the basis of merit with no influence of any 
kind at any level. 

Cordially yours, 
Paice FE. Mutwo.uan, President. 


Price AvtTomosrLe Co., 
DeQueen, Ark., April 3, 1953. 
Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass 


Dear Mr. Lone: May we first say, that had it not been for the loan we were 
able to secure through the Reconstruction Finance Corporation, our business 
would not have been in operation today and enjoving good returns. 

When it became necessary for us to buy the interest held by a partner in this 
business, it greatly strained our working capital. 

The banks in this vicinity were not interested in lending the amount of money 
on a long-term plan that was needed to help us. Neither did we find an insurance 
company who was interested in our problem 

After 6 months time of trving to refinance, our auditor advised that we present 
our problem to RFC who, after examining our needs and the security we had to 
offer, granted our loan, saving a good business and giving steady employment to 
7 persons. 

We feel that it would be a great blow to the economy of our country if there 
were not a lending agency as the RFC to help the small-business man. 

We trust that this agency will be left to operate. : 

Very truly yours, 


T. K. Price. 


Lewis Metau Equipment Co., Inc., 
Louisville, Ky., April 14, 1953. 
PuoroswitcH InNc., 
Cambridge 42, Mass. 
(Attention of Mr. John A. Long, executive vice president.) 

GENTLEMEN: Please pardon our delay in answering your interesting letter of 
March 31, 1953, regarding our experience with the Reconstruction Finance Cor- 
poration, and what we might think of the continuation of the activities of this 
Corporation. 

About 2 years ago we did negotiate a loan amounting to $60,000 through 
RFC, this being supported by our local bank, the Liberty National Bank & Trust 
Co. of Louisville. 

The writer feels that this Corporation offers a real and necessary aid financially 
te small corporations, although it is our thinking that the present name is a mis- 
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nomer. This Corporation, as we recall it, was set up in about 1932 by President 
Hoover and at that time the name really meant something. There can be no 
doubt that there have been abuses and possibly some scandal attached to the 
operation of RFC, at least we might arrive at that conclusion if we believe what 
we read in the paper 

It is our very eamest hope that the Government will continue to maintain 
some sort of a lending agency to support small bussinesses which are entitled to 
such support, as it is not always possible to secure as much financial aid as may 
be required through your local bank. We believe that bank support is rather 
necessary in securing a loan through RFC, and it is not difficult to secure such 
bank participation if the bank feels that you are entitled to that support. 

We are right now renegotiating our present loan and we have every reason to 
believe that a new loan will be granted. Our interest in RFC is, therefore, rather 
acute. 

It might be well to call the lending agency by some other name, but no matter 
what they may call it we feel that many small businesses should find it possible 
to get Government support under present day problems and situations which 
sometimes make it difficult to secure what we need through a bank or a lending 
agency. 

We might conclude this by stating that our experience with our local RFC 
officer has been entirely pleasing, and we have found the men here most coopera- 
tive and anxious to be of assistance if they feel that assistance is justified and if 
sufficient support to the loan ean be furnished 

Very truly vours, 
B. R. Lewis, President. 


ApaMs ALLoy Co., 
Wakita, Okla., April 20, 1958 
PHoTroswitcnr INc., 
Cambridge 42, Mass. 
(Attention of Mr. John A. Long, executive vice president.) 


GENTLEMEN: Please pardon our delay in answering your letter of March 31. 

We are currently operating under a RFC loan and our relationship with this 
agency has always been very good. We are located of course in the Southwest 
and it is almost impossible for small manufacturing businesses to obtain long-term 
financing through private sources. We feel that if RFC is eliminated that it 
would be a serious setback to all small manufacturing businesses throughout our 
part of the country. 

We will bring this matter to the attention of our Oklahoma Congressman. 

Yours very truly, 
C. E. Apams 


—_— 


Lawton Community Horet., Ine. 
Lawton, Okla., April 4 , 1953. 
Puoroswitrcu, INc., 
Cambridge, Mass. 


GENTLEMEN: In reply to your letter of March 31, in regard to our assistance 
from RFC we wish to state to you, that had it not been for the participation 
from them in making our loan, we feel that it would have been impossible to 
obtain funds elsewhere to complete our project since this is a communitywide 
project with some 1,800 people investing in same. We feel that was one of the 
most important projects to forward the growth of our city, we have ever had. 
We are certainly in favor of the present administration continuing the operation 
of RFC. 

Yours very truly, 
FRANK KircHens, President. 


Buvue Ripce TRANsPorTATION Co., Inc., 
Knozville, Tenn., April 4, 1958. 
Mr. Joun A LONG, 
Photoswitch, Inc., Cambridge, Mass. 


Dear Mr. Lona: It is good to learn from your letter of March 31 that the 
movement to abolish entirely or to drastically curtail the activities of the Recon- 
struction Finance Corporation is arousing concern. 

My company owes its very existence to financial aid obtained from the Recon- 
struction Finance Corporation, aid that could not be secured elsewhere. This 
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assistance has enabled us to continue an indispensable service, not only to the 
general public, but directly to industries engaged in vital defense work. To 
eliminate the activities of this agency, or to attempt to place it on the same plane 
with private lending agencies, would, in my opinion, constitute a grave error. 

Our records will show clearly that the Reconstruction Finance Corporation has 
cooperated, and continues to cooperate, in every way to assist in the growth and 
development of our company, and we are entirely willing to make these records 
available to the Senate Banking Committee. If it is deemed advisable, I am 
willing to appear personally before that or any other investigating committee. 

Your further advice will be appreciated. 

Yours very truly, 
Ratepw K. Moore, President. 


La-Lire Biock Corp., 
Lake City, Tenn., April 8, 1953. 
Puoroswircu, Inc., 
Cambridge, Mass. 
(Attention Mr. John A. Long.) 


Dear Siz: We have your letter of March 31 and we are pleased to have an 
opportunity to advise concerning our experience with the Reconstruction Finance 
Corporation. 

The Reconstruction Finance Corporation granted this company a loan last 
year and without this assistance we would have been unable to continue in 
business. 

Private financing was not available to us even though there was adequate 
collateral. 

We know that the Reconstruction Finance Corporation has rendered this 
company and this community a service in helping our company continue in 
production 

We would be glad at any time to give any additional information that might 
be of assistance. 

Yours very truly, 
Georce I. Greenup, President 


NaAsHVILLE MILt AND LumBErR Co., 
Nashville, Tenn., February 23, 1953. 
Mr. ALLEN Petrus, 
Care of Nashville Tennessean, Nashville, Tenn. 


Dear Mr. Petrus: I am writing you in regards to your column concerning 
the RFC which I read in the Nashville Tennessean Friday, February 20, 1953. 

I sincerely hope I am not encroaching upon, or contesting the intelligence of 
some of our well-informed bankers, but I would like for you to listen to a brief 
resume of a small-business man’s activities in regards to financing. 

In our particular case we manufacture custom made millwork and our busi- 
ness grew beyond our capital and we were in a very poor working-capital condition. 
We had an appraisal made of our land, buildings, and machinery which totaled 
over $68,000, yet we could not borrow a dollar from the banks because our current 
assets ratio to our current liability was approximately equal. The value of our 
property and machinery (fixed assets) was not considered. We were told by bank- 
ers that our problem was for an individual money man and not fora bank. This 
situation stood for over 6 months with our business hanging on the ropes for some 
means of working capital, finally someone suggested the RFC and since approxi- 
mately 10 percent of our volume was for national defense and over 65 percent 
for other municipal government, such as schools, hospitals, and churches, we 
qualified for, and were granted an RFC loan. Today our company is in a better 
financial condition than ever, since its organization with a working-capital ratio 
of 5 to 1. I am sure there are many other small businesses which have been 
helped similarly and others which can and should be helped. 

So for the sake of many small businesses, let RFC survive. 

Very truly yours, 
Aurrep E, Sanpers, Coowner. 
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RayMOND-Smita LumBer Co., 
Henning, Tenn., April 3, 1958. 
Mr. Jonn A. Lona, 
Photoswitch, Inc., Cambridge, Mass. 


Dear Srr: In reply to your letter of March 31, I am glad to give you my ex- 
perience with the Reconstruction Finance Corporation. 

On August 21, 1952, my sawmill was struck by lightning and was completely 
destroyed by the fire it caused. Not having enough fire insurance to replace my 
mill I naturally went to my local bank but learned that our banks frown on long- 
term loans, the kind I needed. My next thought was the RFC. 

After the RFC made a thorough investigation of my past operation I was able 
to secure a loan sufficient to rebuild my sawmill. Needless to say if it had not 
been for this lending agency I would have been out of business for good. 

I know that there must have been many more small-business men who have 
experienced similar situations and I just hope that the RFC will be permitted to 
continue the fine work it is doing. 

Yours very truly, 
Powers SMITH. 


Kinaston, TENN., April 4, 1958. 
Hon. Howarp BAKER, 
House of Representatives, Washington, D. C. 

Dear Mr. Baker: We find since we are small business it is necessary that we 
have financing. In the past few months we negotiated a loan of $50,000, for the 
purpose of building new homes in Kingston, Tenn., to accommodate defense 
workers at Oak Ridge and Kingston steam plant now under construction. Even 
though we are able to borrow some $30,000 from our local bank it would not be 
large enough to carry the operating capital of 50 houses. 

We feel as citizens that the Reconstruction Finance Corporation is necessary 
for the purpose of protecting any business with determination and ambition. 
Although we have read many articles of criticism against this agency, we feel 
they are not justified. There has never been a bank or banks who has made 
100 percent loans or collections. Since the Reconstruction Finance Corporation 
covers the Untied States and not one State or county they too will have failures, 
undue criticism and most of all heels with the intentions of defraud. Therefore 
why penalize our Nation as a whole for a few undesirable citizens. We stand 
by the RFC who has been of service and must stand so that small business can 
operate efficiently. 

Therefore, Mr. Baker, we feel that you should not only vote your full strength 
but be a leader to preserve the rights of business and of our fellow men. 

Trusting you will give this serious thought. 

Very truly yours, 
C. E. Scort. 


Joe Sxairpe Hive & Tatiow Co., 
Fountain City, Tenn., April 8, 1953. 
Puoroswitcn, INc., 
77? Broadway, Cambridge, Mass. 


GENTLEMEN: With respect to the assistance that I have received from the 
Reconstruction Finance Corporation I would like to say that due to a local 
condition that existed here I could not get the local banks and finance concerns 
to make me a loan to do some remodeling and new construction that I had to 
make and the matter was taken to the Reconstruction Finance Corporation and 
after their investigation they made the loan that kept me from losing my entire 
business. I am now in the process of making these changes and in a few weeks 
I will have my business going where otherwise I would have been entirely out 
of business. 

I think the Reconstruction Finance Corporation is one of the best and soundest 
agencies of the Government in helping the small-business man and it will be a 
serious blow to them when it is discontinued. I would like very much to see it 
go on as it is now. 

Respectfully yours, 
Surek Hive & Tatiow Co., 
Jor F. Sure. 
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THe WHELAND Co., 
Chattanooga, Tenn., April 6, 1953. 
Pusoroswitcn Inc., 
77 Broadway, Cambridge 42, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

GENTLEMEN: Acknowledgment is made of your letter of March 31 on th: 
subject of the proposed curtailment of the Reconstruction Finance Corporation 

This company fully concurs in the idea that this institution has a definite plac: 
in the economic picture of this country and we are very much in favor of the idea 
that it should be continued as a permanent institution. 

We wish to inform you, however, that Mr. Street, who is president of this 
company, has notified the committee that he would like to appear before it i: 
behalf of the Reconstruction Finance Corporation and he will do so whenever they 
are ready for him. 

Yours very truly, 
Tue WHBELAND Co., 
F. H. Srepxens, 
Assistant to the President 


Locke Bros. RESTAURANT, 
Shelbyville, Tenn., April 6, 1953 
PuoroswitcH INc., 
Cambridge, Mass. 

Dear Srr: In regard to your letter of March 31, 1953, in regard to the Recon- 
struction Finance Corporation. 

We opened a restaurant in December of 1947. After getting started we found 
that we needed more money than we had or could borrow from our local bank to b« 
able to do a good job. We were by the help from the Reconstruction Financ: 
Corporation able to open a restaurant that has been a credit to this town and 
community, also the defense area of the AEDC at Tullahoma, Tenn. 

I have the knowledge of other businesses that are and have been in the same 
position as we were. I don’t see for the life of me what our Congressman would bx 
thinking about to discontinue this wonderful service that the Reconstructio: 
Finance Corporation is and has proven to be of such great service to all the peopl 
throughout these United States. We sincerely hope that our good Congressmar 
will not strike this service out. 

Very truly yours, 
W. H. Locks, Jr., Partner. 


Norman Lumper Co., INc., 
Sunbright, Tenn., April 10, 1958 
Puoroswitcna, INc., 
Cambridge, Mass. 
(Attention John A. Long, executive vice president.) 


GENTLEMEN: Reference your letter of March 31, we would like to state that 
we have been assisted greatly by the activities of the Reconstruction Finance 
Corporation, and wish to insist that its activities be continued. 

We are a small lumber company, working under a loan which we secured 
from the RFC. We are a sound business organization and give work to approxi- 
mately 35 people in this community of Sunbright, Tenn., where the lumber 
industry is the only existing industry in our county, other than farming and coal 
mine operations, which are both on small scale. 

We purchase lumber from individual sawmill operators, who make their living 
buying timber, manufacturing and selling green lumber to concentration yards 
and planing mills, such as ours. Each sawmill employs approximately 15 to 20 
men, and we buy from some 30-odd sawmill operators. 

We found that in the lumber industry, due to high cost of labor, taxes, business 
expansion, limitation of profits due to high taxes, that we were forced to secure 
more capital. 

In checking with our banks we found that the banking laws were such that we 
could in no way attempt to borrow any amount that would justify our continuous 
operation for the volume of business we do. 

Our loan from the RFC, being $60,000, has enabled us to handle, buy, and sell 
more lumber, and offer a service that is unequaled by any other lumber company 
in this section. For instance, we specialize in complete house patterns, at whole- 
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sale prices to individuals, contractors, lumber companies, or anyone desiring to 
purchase lumber, thereby passing on a great saving to the individual and con- 
tractor. The largest portion of this business comes from the Northern States, 
such as Kentucky, Ohio, Indiana, and parts of West Virginia. 

Without the loan we received from the RFC our business could never have 
continued operation, and I firmly believe that had we not received this loan we 
would have gone broke. Since receiving our loan, in the first 3 months of this 
year, we have sold 1,800,000 feet of lumber, at the sales price of $158,000. As 
small businesses, like ourselves, where no political strings were pulled for a loan, 
we believe in, and earnestly ask your assistance in the continuation of this ac- 
tivity, as a great number of small-business firms will be lost and go under, due to 
the lack of operating capital, without the help of the RFC. 

With best regards, 

Very truly yours, 
S. B. Justice, President. 

P. 8.—We are enclosing our letter to Senator Frederick G. Payne, chairman, 
and we are also sending letters to Senator Albert Gore, Senator Estes Kefauver, 
and Representative Howard Baker in Washington, D. C., along this same line. 


PRIESTER MACHINERY Co., 
Memphis, Tenn., April 17, 1948. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc.., 
Cambridge, Mass 


Dear Mr. Lona: We acknowledge receipt of your letter of March 31 regarding 
the Reconstruction Finance Corporation. 

Our firm has been assisted in the same manner as your firm, and we believe 
that Reconstruction Finance Corporation has been very beneficial to many other 
concerns. Our experience with this Government agency has been very satis- 
factory. We would sincerely regret to see the RFC curtailed or its activities 
eliminated in any way. 

Very truly yours, 
Mixtron F. Prrester, President. 


TENNESSEE CENTRAL RaAILway Co., 
Nashville 8, Tenn., April 10, 1958. 
Mr. Jonn A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Str: I am in receipt of your letter of the 31st ultimo asking that I write 

you the experience of the Tennessee Central Railway Co. with the Reconstruction 
Finance Corporation in the matter of its indebtedness. 
The Tennessee Central was bought by some interested citizens of this section 
out of receivership, which had continued for a great many years, and had it not 
been for the financial assistance rendered by the RFC, I do not think it would 
have been possible for the Railroad to have operated profitably, depending upon 
private banking sources for credit. 

The RFC has been very considerate and helpful in bringing the Tennessee 
Central Railway to a successful operation, however, the indebtedness of the 
Railroad to the RFC does not mature until about 1960. 

The RFC has been of great assistance to many worthy enterprises, and which 
have proven to be of great benefit and value to the territories in which they have 
operated. 

Very truly yours, 
P. D. Houston, Chatrman. 


Tue Town or Savoy, 
Savoy, Tex., April 20, 1988. 
Mr. Joun A. Lona, 
Photoswitch, Inc., Cambridge, Mass. 
Dear Sir: This is to bring to your attention the great help the Reconstruction 
Finance Corporation has been to the town of Savoy, Tex., who is at present 
operating under a loan from that agency. We now own and operate our water 
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system, which was financed through the Reconstruction Finance Corporation after 
we were unable to secure a loan from any private concern for this much-needed 
health project. We have as modern water system as any town of any size. Our 
population was or ly 312 in the 1950 census and know from experience that a water 
system could not have been secured from any other financing. The system cost 
about $30,000 when put in, and is now valued at $60,000 with the increase in 
valuation and the extensions that have been made since system was installed. 
We had our indebtedness down to $6,000 in 1952, and made application for a 
loan for a sanitary sewer system and disposal plant, another health rroject that 
the town had never had before. After contacting several private concerns to 
carry the bonds for the project and being rejected by all of them, we secured 
letters from three of them stating that they thought our project was a worthy 
one but that they were unable to handle our bonds because they could not sell 
them for as small atown asours. We again turned to the Reconstruction Finance 
Corporation and secured a loan to put in the saritary sewer system and plant 
and refunded our outstanding bonds of $6,000. Our bonds were approved for 
$64,000, and our plant and system is now in operation. Twenty thousand dollars 
of this is general obligation bonds and forty-four thousand dollars is revenue bonds 
to run 25 years. Weare very proud of the help we received from the Reconstruc- 
tion Firance Corporation, for we need these projects just as much as any town 
of any size and could not have possibly had them from any other source. We 
meet our obligations just the same as any other town and feel we are entitled to 
these modern conveniences as others are and trust that the agency will be kept 
intact to help other small towns such as ours that could not help themgelves 
through any other financing. 
Sincerely yours, 
Criaupe C, Srrickianp, Former Secretary. 


re 


P. S.—The above bonds were voted April 23, 1953, and we have paid one 
installment on interest and one $500 coupon of the general obligation bond 1 year 
before due. 


A. GuntHarp Co., Inc., 
Ennis, Tez., April 3, 1953. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch Inc., 
77 Broadway, Cambridge 42, Mass. 

GENTLEMEN: This is in answer to your letter of March 31 regarding the RFC. 
Please be advised that we terminated this loan arrangement with the RFC 
December 31, 1952. In the past our relationship has been very pleasant and 
cooperative. We believe there is a great need for an institution of this nature for 
financing industries especially when loans are not available from the banking 
institutions. Perhaps With some economy in the organization of the RFC 
greater results could be obtained both for industries and the Government. 

Very truly yours, 
A. Gunruarp Co., Inc., 
A, GUNTHARD, 


Hoss Swetnam Co., INc., 
Wichita Falls, Tex., April 3, 19538. 
Re activities of the Reconstruction Finance Corporation. 
Puotoswitcn, INc., 
77 Broadway Street, Cambridge 42, Mass. 

GENTLEMEN: Replying to your letter of March 31 regarding the above subject, 
we sincerely feel that this branch of the Government has been most helpful to 
this corporation, and that anything done to retard the activities of this organ- 
ization would greatly retard the growth of small industries in this Nation. 

This agency came to our rescue in 1949 when we were badly in need of working 
capital when our local financial institutions were not permitted by Federal iaws 
to extend long-term loans, which are necessary in the progress of small industry. 
With the declining period which we feel is sure to come within the next year, 
we feel that this agency is going to be sorely needed to save small industries 
such as our own, unless Federal banking laws are changed to permit local banking 
institutions to assist us with longer term loans. 





At p 
make k 
our smé 


latter 
we pai 

Je 
were Vv 
of our 


Refere 
PHOTO 


GEN 
We ha 
We. 
paid it 
over 2 
munis 
fact hi 
Afte 
initial 
measu 
In 7 
ized cs 
for all 
which 
In f 
the R 


to sm 
letter 
sible f 

If i 
comm 
would 


GOVERNMENT LENDING AGENCIES 533 


At present, it appears that local banking institutions are not permitted to 
make long term real estate loans in particular; and for the proper expansion of 
our small industry, we feel that this will be necessary. 

Yours very truly, 
Hoss Swetnam Co., INc., 
5S. C. McApams. 


Lurxin Creosotina Co., INc., 
Lufkin, Tex., April 6, 1958. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
77 Broadway, Cambridge 42, Mass. 

Dear Mr. Lona: We have your letter dated March 31, stating that according 
to reference published RFC listings we are currently operating under an RFC loan. 

In November 1948 we consummated a loan from RFC for $40,000, then in the 
latter part of 1951 we borrowed an additional $10,000, but on December 15, 1952, 
we paid off both of these loans. 

We wish to state that these loans to us by Reconstruction Finance Corporation 
were very much appreciated and gave us much needed assistance in the financing 
of our plant here in Lufkin. 

‘ours very truly, 
Lurxin CreosotTine Co., Inc. 
R. E, Erwin, 
President and General Manager. 


TECHNICAL Propucts Co. or Austin, INc., 
Austin, Tex,, April 10, 1958. 
Reference Reconstruction Finance Corporation. 
PHoTOsWITCH, INC., 
Cambridge, Mass. 
(Attention: Mr. John A. Long.) 

GENTLEMEN I wish to thank you for your letter of March 31 on the RFC. 
We have already written our Senators and Congressmen. 

We operated under an RFC loan from January 17, 1952, until recently when we 
paid it off. The loan enabled our small company to produce a critical part for 
over 2 percent of the entire United States’ large ammunition used to kill Com- 
munists during the loan period. We would like to see RFC continued, and in 
fact have had a new loan application in for over 2 months. 

After we received RFC’s letter of intent it took 5 months for them to make their 
initial disbursement. I am certain that the RFC like ours or any business could 
measureably increase its efficiency. 

In Texas there is a great need for the RFC. It is impossible to finance special- 
ized capital equipment because there is a much larger and more profitable market 
for all of the banks’ money in oil, real estate, cattle, and other opportunities with 
which they already have had experience. 

In fact, we will be unable to ship the over 200,000 assemblies per month without 
the RFC. 

Very truly yours, 
Grorce T. Brapy, Treasurer. 


cl 


Tue Hospree Co., Ine., 
Deming, N. Mez., April 6, 1958. 
Mr. Joun A. Lona, 
Executive vice president, Photoswitch, Inc., 
Cambridge, Mass. 

Dear Str: We appreciate your letters of March 31 in regard to the RFC. 

Words cannot express how strongly we feel that the RFC should be continued 
in operation for small business. To discontinue it will be another severe blow 
to small- and medium-size business firms. Due to the reasons set forth in your 
letter and others that are well known to anyone in business, it is virtually impos- 
sible for such firms to secure equity capital or private financing. 

If it were not for the help received from the RFC, our company, which is-a 
community owned enterprise, organized to relieve the local economic situation, 
would not be in business today. 
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We do feel their procedure should be simplified and their overhead reduced 
I am in Washington a great deal and would be very willing to testify on behalf 
of the RFC before any congressional committee. Ourr is an interesting example 
of the need of the RFC. Hosdreg is virtually wholly owned by the village of 
Deming, and much of its conception was copied from the Federal Government 
and the corporations it set up, such as the RFC. The RFC is one of the few 
practical, concrete acts on the part of the Government to make it possible for 
small- and medium-size businesses to continue to exist. Such organizations 
form a substantial part of the economic backbone of our Nation, and to further 
jeopardize their survival is pure folly. 

I was much amazed that the present administration should consider abolishing 
the RFC. 

Sincerely yours, 
R. J. Hopson, President 


Rocky Mountain Service, INc., 
St. George, Utah, April 7, 1943. 
Mr. Joun A, Lone, 
Executive Vice President, Photoswitch Inc., 
Cambridge, Mass. 


Dear Stir: We have your letter of March 31, 1953, regarding the activities of 
the Reconstruction Finance Corporation. We appreciate your calling this 
matter to our attention, as we strongly feel that this Government agency should 
be maintained. 

In the community in which we have developed our transportation business 
there is only one relatively small bank. It has been the only financial connection 
that we have had, and our need for reasonably long-term borrowed capital ex- 
ceeded their capacity to supply. Without the services of the Reconstruction 
Finance Corporation we could not have accomplished the development of our 
organization, which is at this time one of the major employing units in our com- 
munity. It is our considered opinion that the elimination of the Reconstruction 
Finance Corporation would be a major disaster to the future development and 
expansion of Many potentially sound and worthwhile business institutions. 

Respectfully yours, 
ArLo Prissprity, Treasurer 


WEST COAST STATES 


CALIFORNIA GENERAL, INC., 
Chula Vista, Calif., April 9, 1958. 
te your letter of March 81, 1953. 
Puoroswitcu, INc., 
Cambridge, Mass. 
(Attention: Mr. John A. Long.) 


Dear Mr. Lona: In response to your letter concerning the Reconstruction 
Finance Corporation and our company, we have here presented a few facts for 
your information and use as you see fit. 

First let me point out that we are a new company in the defense production 
program and owe our existence principally due to the assistance of a financial 
nature which was given to us by RFC. 

In these times of high personal and corporate taxes, risk capital, as you are well 
aware, is mighty scarce. Trying to develop capital interest on the part of normal 
sourees such as banks, insurance firms, and individuals in a new venture, particu- 
larly in a defense industry, is nearly impossible. This reluctance is understand- 
able when our defense program seems to be such an on-again, off-again sort of 
affair. 

To organize the type of operation in which we were interested a capital equip- 
ment loan of $100,000 was required to purchase new Machines for our proposed 
operations. RFC was the only source from which we were able to avail ourselves 
of this amount with enough time to allow for repayment through normal deprecia- 
tion reserves On our Overall picture. 

By having this loan we were able to add equipment of the latest type to our 
machines already on hand and to enlarge our operations from a 10-man shop to 
our present 80-man operation. Further we have had our loan in effect for over a 
year and have shown a profit while expanding our activity. 
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In general, it is our feeling that were it not for RFC businesses such as ours 
would be hard pressed for capital. Even though RFC has had some misfortunes 
such as Lustron, they have been one of the few Government agencies to show a 
profit. 

We will be extremely sorry to see this agency discarded by Congress. We 
hope they wil! see fit to review the good which has been accomplished and to 
survey the risk capital sources to determine whether some private group or 
field is willing and able to fill the position to industry, which will be left vacant 
should RFC pass from the picture. 

Very truly yours, 
T. P. Hearne, Vice President. 


Ice SickLe Frozen Foops, INc., 
Fresno, Calif., April 8, 1958. 
Senator FrepERICcK G, PAYNE, 
United States Senate, Washington, D. C. 

Dear Senator: I understand an action for the elimination of activities of the 
Reconstruction Finance Corporation is to be brought befcre Congress. 

I should like to draw your attention to the hardship this would make, if passed, 
on many small concerns such as ours. We have bad three loans through the Re- 
construction Finance Corporation which have been paid off. But without these 
loans, we could not have started our business as the banks were unwilling to carry 
the full loan. We are now contemplating, through necessity, to double the capac- 
ity of our storage facilities; but will be unable to do so without help such as we 
received from the Reconstruction Finance Corporation. 

The extremely high income and excess profit tax along with county and city 
taxes has made it impossible for us to set aside funds needed for expansion. This 
I find is also the problem of many other small businesses in our locale. 

| would sincerely suggest that the Reconstruction Finance Corporation be con- 
tinued in its present operation, and if necessary should limit the size of loans to 
cover small businesses for which I understand it was originally intended. 

Your efforts in this direction will be of assistance to small businesses that might 
otherwise not exist or expand. 

Respectfully yours, 
L. A. Van SickueE, President. 


InpustrRIAL Harp Curome Piatine Co., 
Emeryville 8, Calif., April 10, 1958. 
Senator WiLLiamM F. KNOWLAND, 
Senate Offiice Building, Washington, D. C. 

Dear Sir: I have recently read of steps being taken to eliminate the activities 
of the Reconstruction Finance Corporation. As a small-business man who has 
iad experience with the RFC, other Government agencies and with commercial 
banking institutions, | want to express my feelings in this matter. 

In 1947, as the new owner of a depleted and bankrupt business, I found it 
necessary to secure a $15,000 working capital loan. The largest commercil 
banks in this area declined the loan after a cursory investigation. I then applied 
for and received this loan from the RFC which, in addition to materially assisting 
the establishment of this business, was repaid ahead of schedule. 

After years of substantial growth, I became a prime contractor to the Depart- 
ment of the Navy for the processing of critical aircraft engine parts. A $97,000 
equipment loan was required for this contract and again the commercial banking 
facilities declined due to the size of the loan in relation to the size of the company. 
(Dun & Bradstreet rating C-1%.) This loan was secured through the RFC in 
June of 1952 and more than one-half has been repaid to date. 

Not only do I feel that the RFC serves a most essential purpose in the growth 
of companies such as mine, but having dealt with many branches of the Govern- 
ment, including the Federal Reserve Bank, I can say from experience that once 
obtained, there is considerably less redtape and more commonsense used by the 
RFC than by most of the other agencies. 

As a very heavy taxpayer, I am strongly in favor of reducing costs of Govern- 
ment but definitely not the elimination of such an essential service as the RFC and 
only the RFC can render. 

Very truly yours, 
James F, Tompkins, Owner. 
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Water Works or Monra Visra, Lep., 
Cupertino, Calif., April 13, 1958. 
Puotroswitcs, INc., 
Cambridge 42, Mass. 
(Attention John A. Long, executive vice president.) 


GENTLEMEN: We are in receipt of your letter requesting information rela. ive 
to our experiences with the Reconstruction Finance Corporation and an expression 
of our sentiment in regard to its continuance. 

With the advent of large-scale housing development in our area, our utility 
was faced with the problem of securing finances to cope with the required expansion. 
Because of our poor earnings record in the years preceding this development and 
the necessity for a long-term loan, banking institutions did not consider our busi- 
ness attractive. We accordingly turned to the Reconstruction Finance Corpora- 
tion for assistance. 

We are now operating under 2 merged loans from Reconstruction Finance 
Corporation which have not only enabled us to expand our water mains to meet 
new requirements, but also have permitted us to develop badly needed additional 
sources of supply for the 2,700 residents of Monta Vista. Our new subdivisions 
have provided housing for defense workers as well as for military personnel from 
Moffett Field, which is but 6 miles away. 

In our negotiations with Reconstruction Finance Corporation, we have found 
the agency to be efficient and exacting, yet considerate and courteous. We believe 
the service it has rendered to the public by affording us assistance to be palpably 
apparent. 

In view of the selectivity of present banking operations, we genuinely feel that 
the continued existence of the Reconstruction Finance Corporation is indispensable 
to our present development trend and to building a wholesome economy in our 
Nation. 

Very truly yours, 
Water Works or Monta Vista, Lop., 
By Cuester Damico, Je., President. 


Ta-Mar, Inc., 
Culver City, Calif., April 8, 1953. 
Puoroswitcu, INc., 
Cambridge 42, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

GENTLEMEN: We read with interest your letter of March 31, 1953, with regards 
to your appreciation of RFC. 

Ve share this with you. 

We started in business in October 1951 and in January of 1952 our monthly 
sales were $8,000. In November of the same year we hit a high of over $80,000. 

We could not have done this if it had not been for RFC. We made loan we 
cation early in the ‘‘game”’ and received quick approval and disbursement. We 
are in the process of obtaining a larger loan now to handle our continued increase 
in business. 

As you know, the banks are not interested in this type of borrowing and, even 
if they were, probably would not administer it as efficiently and understandingly 
as the RFC. The KFC personnel is of an extremely high caliber and are very 
practical about letting you run your business as you see fit. In other words, they 
are good businessmen as well as custodians. 

We are extremely interested in having them continue in business, so that we 
can. They are the only real source of working capital for a small business. 

Very truly yours, 


Ta-Makg, Inc., 
Ernest 8. Hovan, Jr., 
Treasurer. 
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THomas Bros., INnc., 
Oceanside, Calif., April 6, 19538 
Mr. Joun A. Lona, 
Puoroswitcu, INc., 
77 Broadway, Cambridge 42, Mass 

Dear Sir: We have your letter regarding the Reconstruction Finance Cor- 
poration—whether or not it shall be discontinued or curtailed. 

As in many agencies, there doubtless have been mistakes made but by far 
and large, we believe the RFC has been very helpful. We are operating under 
their loan, being most grateful to have qualified for same 

If all-agencies investigate as thoroughly as the Los Angeles group did in the 
case of our loan and require as much security, we can not see where there is any 
case for worry. Our personal investment is several times that of the loan and 
they require one to be covered amply with insurance 

Our business is located close to Camp Pendleton where there is a big demand 
for building——-had we not have secured this RFC loan we would not have been 
able to continue our work where it is sorely needed 

We trust these agencies will not be curtailed or eliminated 

Yours very truly, 
Tuomas Bros., INc., 
Matie E. Tuomas, Secretary and Treasurer. 


Too. Desicn AND ENGINEERING Co., 
Inglewood, Calif. 
Puoroswitcn, INc., 
Cambridge 42, Mass. 
(Attention John A. Long, executive vice president.) 


GENTLEMEN: Since the inception of this company, a partnership founded by 
three veterans, we have been a growth industry. 

Financing our expansion has always been a serious problem, although we might 
be considered a good risk. The banks have been loathe to lend us the necessary 
capital for they seem to be interested mainly in short-term loans. The Recon- 
struction Finance Corporation, on the other hand, has been foresighted enough 
to realize our need for capital and the vitalness of our services to our country. 
Presently, we are in enlarged quarters with a corresponding increase in production, 
85 percent of which is devoted to the defense effort directly. 

We are opposed to the present trend of socialism within our Government but 
feel that a Government agency which performs services which private industry 
cannot or will not perform, should exist. Because of the Reconstruction Finance 
Corporation, growth companies are able to obtain long-term financing at reason- 
able rates of interest. We feel that the activities of this agency should be enlarged 
and not curtailed or eliminated. 

Sincerely yours, 
Hans P. Ewerrz. 


W are’s ONE-SroP SERVICE, 
Mohave, Calif., April 3, 1953 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge 42, Mass 


Dear Mr. Lona: Thanks for your letter of March 31 and I welcome the oppor- 
tunity to write you my experience concerning the assistance rendered by the 

teconstruction Finance Corporation. 

Had it not been for their help after the earthquake which visited Mohave last 
July, and again in August (1952), we would have been in a very serious position, 
as we had 16 motel units condemned, which cut into our current income con- 
siderably. 

As you know, with taxes like they are it is very difficult to build up a reserve 
to take care of such a business loss unless we could get financial help from someone, 
and the local banks are not inclined to render assistance under such conditions, 
so certainly appreciated having the Reconstruction Finance Corporation in this 
particular instance, enabling us to rebuild. We have just opened 24 new and most 
modern units at a time when they were badly needed in this defense area to take 
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care of the construction activities now starting (Santa Fe line change and naval! 
airstrip). The RFC was a real lifesaver for us, as also Mohave area, and I shal! 
praise them for the rest of my life. 

My son and I did not carry any earthquake insurance and even if we had it 
would not have helped as the buildings did not fall or burn—just split in two in 
many places so that they were rendered worthless and ordered dismantled at once 
As a result we lost 7 months’ income until they were rebuilt and opened last week. 

I certainly respectfully suggest that the Reconstruction Finance Corporation 
activities be maintained at their present levels, and any action taken toward this 
end will be for the best interests of the entire State of California, as I feel that 
each and every one who may have suffered loss such as we did feels the same way 

Our dealings with the RFC were most satisfactory, entirely nonpartisan, and it 
made us feel that our Government had indeed extended a very timely friendly 
hand at a most opportune time. 

Again thanking you for writing us, 

Yours very truly, 
Wuite’s Moret, 
By N. E. Mostey, 
Rocer E. Wuire. 


Hitt Minune Co., 
Terreton, Idaho, April 17, 1958. 
Henry C. Dworsuar, 
United States Senate, Washington, D. C 
Dear Sir: It has come to our attention that the activities of the Reconstruction 
Finance Corporation are either to be curtailed or eliminated. As a borrowing 
client of the RFC our company strongly protests any action that may restrict 
the future function of an institution that has contributed so much to smal] 
business. 
As our representative we instruct you to use your influence to keep this institu- 
tion operating at its present level. 
Yours very truly, 
F, R. Hix, Secretary- Treasurer. 


SmituH & Ewine, 
Caldwell, Idaho, April 9, 1958. 
Joun A. Lone, 
Executive Vice President, Photoswitch Inc., 
Cambridge, Mass. 
Dear Srr: At the request of the president of the Idaho Beryllium and Mica 
Corp., I am answering your letter relative to our experience with the RFC 
Had we been unable to secure an RFC loan we never could have gotten in 
production, and today we are probably the largest producer of split mica in the 
United States. It is my opinion the RFC has done more to get small companies 
started in the Northwest than any other source of financing. It is my opinion 
that the RFC should continue since there is no other source of finance for small 
companies. 
I have secured RFC loans for other small companies, particularly sawmills, 
and without the help of the RFC they never would have been in business. 
Very truly yours, 
LAURENCE N. Sirus. 


VaLLey GRaIN Co., 
Bonners Ferry, Idaho, April 9, 19538. 
Puoroswitcn, Inc., 
Cambridge 42, Mass. 


GENTLEMEN: I notice that consideration is about to be taken by Congress to 
eliminate the RFC. If this Government agency is eliminated, I am sure from my 
personal experience that it will eliminate a great number of small and medium 
businesses, especially here in our State of Idaho with the high Federal tax rate, 
State income tax, and local and county taxes which are now up to about the 
confiscation point of most small and medium businesses such as my own. 

Also in most of these small towns the local banks are either not in a position or 
do not care to take on these types of loans. If they do, it is usually a very small 
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percentage of money needed to carry on and expand our businesses. What small 
percentage can be obtained from them is usually at high interest rates and for a 
very short-time loan. 

I am a Republican and know personally what assistance the RFC has meant 
to me in assisting to expand and build a small business much needed in our 
community; and | am sure this has been the same situation all over our country. 
Years back if it had not been for the RFC I would have lost my entire life savings 
by being forced out by a loan company. Therefore, I sincerely hope that the 
activities that have been performed by the RFC be maintained and that any 
action taken by our Congress to insure its continuance will be to the best interests 
of everyone. 

Yours very truly, 
W. L. Casey, Owner. 


PORTLAND, OREG., April 6, 1963. 
Senator Guy Corpon, 
Senate Office Building, Washington, D. C. 

DraAR SENATOR CorpoON: We are very interested in what is being done regard- 
ing the RFC. We have found it necessary for the last several years to request 
help for operating capital which we feel should be available through our local 
banks. 

We are attaching herewith the first page of our financial statement for 1952 
We made request for a loan of $60,000 on a basis of 60 percent of the wholesale 
value of our finished products consisting of strawberries, red raspberries, green 
beans, corn, and other items frozen and in storage against warehouse receipts from 
our local banks. We offered to pledge all our current and fixed assets as additional 
collateral to guarantee the loan, but the banks did not see fit to help us. This 
loan would help us in packing approximately $500,000 of fruit, berries, and 
vegetables this vear. 

The men of the Portland branch of the RFC have been very cooperative with 
us; especially Messrs. Kennedy, Cruickshank, Sauer, Rhodes, and Scheard 
These are the men we have come in contact with, and I am sure all the rest of the 
Portland pe. sonnel working under Mr. Kennedy are of the same category. 

We trust you will use your influence in seeing to it that any new organization 
which is proposed to take the place of the RIC will be able to carry on in a similar 
way that the RFC has in connection with our particular circumstances. 

I am sure that any action taken to assure the above will be to the best interest 
of Oregon industry. 

Yours very truly, 
ALBANY Foop Propucts, Inc 


Joun Day Water District, 
Astoria, Oreg., April 3, 1958 
Puoroswitcu, INc., 
Cambridge, Mass. 

GENTLEMEN: Referring to your letter of March 31, 1953, regarding our ex- 
perience with the Reconstruction Finance Corporation the following is quoted: 

In 1952 the John Day Water District advertised their bonds for sale on the 
open market. The bonds for sale were revenue bonds instead of general obliga- 
tion bonds because the value of the property of the district was not high enough 
to warrant the full amount. There was not one bid to our advertisement. 
Board members then contacted personally logical investors with no results. 
Finally one of the local banks suggested we inquire the possibilities of a loan from 
the RFC. The RFC immediately sent us proper forms and although it took 8 
months to satisfy the RFC that proper legal action had been taken by the dis- 
trict in its formation and proceedings we have been allowed the loan and con- 
struction on the water system will begin in the near future. 

As can be noted if it had not been for the RFC there would have been no pos- 
sible means for a district without a large assessed valuation of the property to 
secure a loan to install a system of this type. We have approximately 60 families 
in the district affected and each 1 will be forever grateful for the assistance from 
the RFC. Also the district is just adjacent to the city of Astoria and is the only 
logical way the city can expand. 

Very truly yours, 


Herpert C. Jonnson, President 
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Koustap CANNERIES, INc., 


Silverton, Oreg., April 3, 1958. 
Puoroswitcs, INc., 


Cambridge, Mass. 
(Attention John A. Long, executive vice president.) 


Dear Sir: In reply to your letter of March 31, several years ago we had a very 
disasterous packing season in fruit and vegetables. As a result we were nearly 
forced into bankruptcy. , 

After the banks had turned us down, we pleaded our cause to the Reconstruction 
Finance Corporation, who after a thorough investigation, made up a capital loan 
and also a commodity loan on farm products. 

As a result of this financial help on part of the RFC, we have finally by slow 
and painful process repaid in full the capital loan, and are gradually getting into a 
position to use outside money in our operations. 

Because of this past and present help, we cannot say too many good things about 
this Government agency. We deeply regret tht we have been advised they will 
go out of the picture completely in June of 1954. 

The writer cannot help but wonder what many small businesses such as us ia 
the State of Oregon will do in moments of stress, when we no longer have the RFC 
to turn to for help. Have talked to several other fruit and vegetable canners 
here in the norhwest, who from time to time have found it necessary to obtain 
financial help from the RFC when their local banks would not help them. We 
expect these canner feel very much as we do. 

Yours very truly, 
L. ... ssOLSTAD. 


SNELLSTROM LuMBER Co., 


Eugene, Oreg., April 13,4963. 
PHotoswitcu Inc., 


Cambridge, Mass. 
(Attention John A. Long, executive vice president.) 


GENTLEMEN: In answer to your letter of March 31, which deals with the 
matter of either curtailing or eliminating the activities of the RFC, I wish to 
emphatically state that our firm is definitely of the opinion that this agency 
should not be eliminated. It is rendering a very necessary service. This is 
especially true as regards small firms. They do not have the facilities for obtain- 
ing funds through the usual sale of stock and many of them are of a nature that 
it is difficult for them to go through the normal banking channels to obtain capital. 

Dating back many years ago when our firm first entered business, it was possible 
for a new business to retain the majority of its earnings so as to obtain working 
capital in that manner. However, with the advent of high taxes, particularly 
Federal, it is impossible-now to retain sufficient of one’s earnings to build a 
capital structure in proportion to inflated needs. I believe our firm was the first 
one to obtain a lumber loan from the Portland branch of the RFC. This came 
at a time when it was impossible for us to obtain normal bank credit. The loan 
was paid off in advance of due date and from then on our firm prospered. Had 
this loan not been available to us, we would have had to liquidate. 

The writer personally prepared independent reports for the Durable Fir Lumber 
Co., of Dorena, Oreg., and for the Giustina Bros. Lumber Co., Eugene, Oreg., so 
am familiar with activities with the RFC other than our own. These firms were 
successful in obtaining their loans and in due course were repaid. In both in- 
stances, funds were not available to these companies from other banking sources. 
These firms have continued to expand and prosper. 

More recently our firm engaged in an extensive expansion program in which 
the costs exceeded estimates. As a result we found it necessary to enter the loan 
market for additional capital. This was unobtainable from normal banking 
channels, therefore, we applied in November of 1952 for a $700,000 loan. This 
loan was approved and, although distribution has not been made, we are pro- 
ceeding with our normal development. We anticipate distribution during the 
next few days. These funds will furnish us with the necessary capital to carry 
on an active and progressive manufacturing operation. 

We are sincerely interested in seeing that the RFC activities are not curtailed 
as pertains to medium and small business. I am of the opinion that political 
loans have been made, such as Lustron, which were unwarranted. Some limita- 
tions, no doubt, are in order through legislation or administration to curb such 
activities. 

Yours very truly, 


Cuas. SNELLSTROM, President. 
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BELLINGHAM CANNING Co., 
Bellingham, Wash., April 13, 1958. 

SenaTorR Payne: For the purpose of aiding youin your search ingout the merits 
of the functioning of the agency known as the Reconstruction Finance Corpora- 
tion, we wish to bring you a picture as it relates to us, the Bellingham Canning 
Co. For, by this experience, and I am sure that it can be multiplied by the 
thousands, you will see a true valuation of the important and vital role that it 
plays in the lives of the so-called smaller business plants. Demonstrating if you 
»lease, the very factors which brought about the initial thoughts on the part of 
Mr. Hoover in his effort to stabilize our economy through difficult periods of 
adjusting times. 

Bellingham Canning Co. is a salmon-canning firm. It has a wholly owned 
subsidiary, the Icy Straits Salmon Co. Both operate canneries in Alaska. 
Bellingham Canning Co. was founded in 1903 in Bellingham, Wash., remaining 
active in the canning business until 1937. In 1934, by the vote of the people, 
initiative No. 77 prohibited the use of traps for the catching of the salmon in 
these waters. We tried to operate for three more years, but buildings and much 
of the equipment became useless so was sold in 1938 to the Pacific American Fish- 
eries. To salvage as much as possible our interests moved to Alaska and seining 
operations, and purchased a plant at Hoonah, which is the Icy Straits Salmon 
Co. In 1951 to increase the volume of the premium species of salmon, we deter- 
mined that the purchase of the former Libby, McNeil & Libby plant at Yakutat, 
Alaska, would be desirable. Our first experience with the Reconstruction Finance 
Corporation came at this point. The bank with whom we had exclusively dealt 
for the past 48 years was not permitted to use mortages as security by their charter. 
We were also turned down by the other banks that we approached. Finally we 
went before the Reconstruction Finance Corporation, made formal application 
for a ioan, which, after meeting the approval of the many tests and boards was 
granted. The purchase was made and operations begun. 

Due to absolutely necessary capital expenditures, our operational funds were 
short. We approached our bank in the spring of 1952, as per usual, for the pur- 
pose of making the usual operational arrangements for the 1952 canning season. 
Their Toronto board advised their Seattle branch that they did not wish to con- 
tinue business with us, terminating an association of 49 years standing. Again, 
the many interviews with the various banks were made, with the same negative 
results. After consulting with the Reconstruction Finance Corporation manager 
we prepared the necessary forms, etc., to apply for an operational loan. This 
application was favorably acted upon by the examining board, enabling us to have 
a fairly successful year. Enough so, that all of our obligations are met, and a 
noticeable forward step made in our position. If there had been no other than 
the usual banking facilities to approach, this company would have ceased to exist 
and the holdings sold at a small percentage of their worth, plus the fact that the 
earnings and welfare of two Alaskan native villages would have been placed in 
severe jeopardy, for the canneries supply the sole source of inéome to them by 
their fishing efforts and working in the cannery native crews. About 1,500 persons 
would have been affected, besides the 60 white ‘‘key crew’’ members. 

We are thoroughly aware of the seriousness of our situation, also aware of the 
many problems such an operation poses to the banks, for they are in the State of 
Washington while our activities are located in Alaska. They already hold 
“fish”? accounts, and due to the unseen hazards which very often confront us, 
such as maritime strikes, bad weather, the distance between Seattle and Alaska, 
and presently this adjusting period of markets, one can understand that the banks 
are acting in their own best interests in their refusals. 

In conclusion, we do have a very definite ‘‘worth’”’ in the companies, sufficient 
to have merited the granting of these loans. We have given employment to these 
Alaskan towns. We have put up a fine pack of salmon and sold it. With the abil- 
ity to tide us over this period of adjustment, the while being adequately protected, 
and though collecting interest on the loans, it is a never to be forgotten relationship 
between this company and a segment of our Government, the Reconstruction 
Finance Corporation. May we offer you assistance in making available any fur- 
ther details that you may wish to explore, for we see such a need for the functions 
of this agency if smaller business plants are to continue to take their place in this 
Nation’s business structure. The dignity and greatness of our Government can 
find no better demonstration than through the activities of the RFC, as it brings 
life and stability and growth and hope to business and those persons conducting 
it when they need aid through trying periods. Further, it would seem poor 
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reasoning to discontinue an agency that is self-supporting, the while it continues 
to earn money for the Government while exercising, within its boundaries, the 
ability to grant loans. 
Yours very truly, 
JEANICE M. WeEtsu, Owner-President. 





Hatt Macuine & Iron Works, Inc., 
Sedro-Woolley, Wash., Arpil 4, 1458. 
Mr. Joun A. Lona, 
Executive Vice President, 
Care of Photoswitch, Inc., 
Cambridge, Mass. 


Dear Mr. Lona: Thank you for your letter of March 31, advising of the 
consideration being given by Congress to the elimination of the Reconstruction 
Finance Corporation. 

As a returned veteran of World War II, I started the Hall Machine & Iron 
Works in April of 1945 as a privately owned business engaged in repair work and 
the manufacturing of farm equipment. 

Early in 1947, an associate and myself invented a machine known as the 
Hall-Holmes all position brush cutting machine, for use by various highway 
departments, railroads, and public utilities in the removal of brush along their 
right of ways. 

In order to develop this machine it was necessary for us to raise a considerable 
amount of capital, which we did by incorporating and selling a limited amount of 
stock. To produce and place the thachine on the market presented another 
problem with which we were unable to cope. Due to loan limits of our local banks 
as well as their required high security valuation, we were unable to secure this 
operating capital without the aid of the RFC. With the cooperation of local 
bankers working within their loan limits, we were able to negotiate a well secured 
loan from the RFC. Since this tine, we have been in a position to continue our 
business and take care of all RFC transactions as agreed fron time to time 
Were it not for the help secured in this manner, our plant would have ceased to 
exist a long time ago. 

It would appear that small manufacturing plants, such as ours, are vital to 
national security as well as to small communities such as ours. While at top 
production we employ only about 40 men, payrolls such as ours are vital to local 
security in peace times as well as in emergencies. I cannot overemphasize our 
feelings as to the necessity of a Government-controlled agency such as the RFC 
that is operated on a sound, cooperative, and understanding basis to the benefit 
of industry as well as economy, 

If all RFC agencies are operated and managed in the manner of our Seattle 
office, surely our national industrial picture will cont.nue to strengthen and thus 
keep unemployment at a minimum. 

As a small business, we appreciate vour interest on behalf of the RFC and feel 
that every thing possible should be done to convince Congress of the necessity 
of continuing this agency. 

Gratefully yours, 
Lew J. Hau, President. 


Morrison & LAMPING, 
Walla Walla, Wash., April 14, 1958. 
Re Reconstruction Finance Corporation. 
ProreswitcnH, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 


GENTLEMEN: We are interested in the continuance of the Reconstruction 
Finance Corporation. With the aid of this agency, we have built up our business 
from an original investment of $60,850 in 1947 to an appraised value of $190,320 
in 1953. 

As you know, the contracting business is classed as a risky venture, and out- 
side of short-term job financing, the banks either do not care to or will not loan 
money to contractors. 

Our success to date is due in part to the fact that we received a $20,000 loan 
from the RFC in 1948, which permitted us to purchase certain equipment neces- 
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sary to our business. This lozn was paid off in 5 years. We heve recently 
apy lied for end received another loan from that organization for further expansion 
of our business. 

We firmly believe thet the Reconstruction Finance Corporetion fills a definite 
void in our financiel system, and makes it possible for young business ventures 
to grow on # sound basis. 

Yours truly, 
J. W. Morrison, Partner. 





Evectrric Ciry, Wasu., April 6, 1958. 
Mr. Jonun A, Lona, 
Executive Vice President, Photoswitch Inc., 
Cambridge, Mass. 


Dear Mr, Lona: I have been reading the news items on the actions that are 
being considered in regard to the Reconstruction Finance Corporation, I am 
pleased to find that a large corporation such as yours is willing to get behind an 
organized effort to place before our present administration the advantage to 
business both large and small, in the continued operation of the Reconstruction 
Finance Corporation. 

In this area, due to the flooding of a large valley to form a water storage reservoir 
for an irrigation project, grain farmers in an area of 10 square miles were left 
without a direct farm-to-market road. It became necessary for them to haul 
there crops from the northwest side of this body of water, clear up around the 
southeastern end back down the full length of the lake to the western end. 

Grain storage was already established on the western end. The operators of 
these storage units felt that they could keep this grain coming to them over this 
haul] of 50 miles, by discouraging local capital from building grain storage at the 
eastern end of this storage reservoir. 

Reconstruction Finance Corporation, after a complete investigation of the 
matter felt that it would be of an economic advantage to the farmers and the 
area to have grain storage built here. They matched money with me for the 
construction of a 110,000 bushel grain storage plant. 

Yours truly, 
Howarp H. Pryon. 





SexTon-CLaARKE AvuTo FREIGHT, INc., 
Bremerton, Wash., April 10, 1953. 
PHoToswitcH ,INc., 
Cambridge, Mass. 


(Attention of John A. Long.) 


GENTLEMEN: In reply to your letter of March 31 relative to the continuance 
of the Reconstruction Finance Corporation. 

For your information we are not operating under a Reconstruction Finance 
Corporation loan. We did make application some time ago for a loan, and it was 
approved, but due to certain stipulations set forth in the approval we had the 
application withdrawn. Consequently, we are unable to give you any informa- 
tion relative to the benefits derived from this source. 

We do feel, however, that the RFC program should not be discontinued as it 
certainly has its place with all business firms insofar as receiving financial assist- 
ance, especially in the cases where banks deny this assistance to many business 
firms in spite of their splendid reputation in the paying off of prior loans with 
them. 

We receive very fine consideration upon our application for a loan, and it was 
only a very short time before it was approved, but as stated above, they did have 
certain stated conditions incorporated in their approval to us that we did not 
approve of, and, after carefully considering our financial picture, by the time we 
received their final approval, we felt we could work out of our financial difficulties 
without the loan. Business had commenced to show a decided improvement, and 
our future looked brighter than at the time of application. 

The information you have relative to our corporation is probably that a loan 
was “approved.’’ However, we did not accept it at that time. 

We trust this information may be of some value to you, and we wish to go on 
record as being heartily in favor of the continuance of RFC. 

Very truly yours, ° 
H. E. Man ey, Secretary-Treasurer. 
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SpokaANE MANUFACTURING Co., 
Spokane, Wash., April 8, 1953, 
Hon. Water Horan, 
House of Representatives, Washington 25, D. C. 


Dear Sir: The present talk of discontinuing the work of the Reconstruction 
Finance Corporation has been met with great concern, not only by our firm, but 
many others who depend on financial help to stay in business. 

We have always had, in our Nation, financial institutions ready to loan moneys 
to big businesses, but not until the RFC came into being, were the small- 
business men assisted on long-term loans thereby enabling them to establish 
themselves. 

Monopoly has been the target of the American people and only by private 


enterprise may we fight monopoly. The Republican Party has always been the 


champion of private enterprise, of which small business is the basis. We feel 
certain that this party, now in a position to uphold its beliefs, will not abolish 
the Reconstruction Finance Corporation which has made possible, during these 
years of increasing industry for war, to help establish small businesses and to 
keep small business in operation. 

‘Lhe newspapers report the Reconstruction Finance Corporation a profitable 
Government body, making the year ending June 30, 1952, after all expenses were 
paid, a net of over $12 million profit to the United States Treasury. This alone 
cannot be overlooked. 

We have found our local RFC office very efficient and willing to assist whenever 
possible. Our first experience was in 1942 when we needed help to start war 
industry. Since that time we have relied on the RFC for financial backing. 
Local banks were not interested in our problem as it was necessary for us to have 
long-time financing. Our business is essential to the community, serving many 
local firms including Government agencies, also doing war contracts. Were it 
not for the RFC our company would not now exist. 

We, speaking for many thousands of small firms, rely on you to keep your 
faith in, and promises to, private enterprise by continuing Government financial 
support through the Reconstruction Finance Corporation. 

Yours very truly, 
C. V. Sariver, President. 





ALASKA 


BELLINGHAM CANNING Co., 
Yakutat, Alaska, April 3, 1953. 
Joun A. Lona, 
Photoswitch, Inc., Cambridge 44, Mass. 


Dear Mr. Lona: Thank you for your letter of March 31, and the enclosure. 
We are indeed very glad to join you in bringing to proper attention the very vital 
and important services made available by the functioning of the RFC. 

We feel very strongly the need for such an agency, as the life of our company 
would have gone if we had been left to deal with the banks. We know we are 
the sole factor in providing the funds for the economy of two Alaskan towns. 
There was and is recognizable worth, both in cannery buildings inventory and 
equipments and other holdings, all of which would have become useless or sold 
at tremendous sacrifice had it not been possible to go before the RFC, been care- 
fully examined, and the application granted so that we could continue the opera- 
tions of the plants. I mention these details so that you may know our apprecia- 
tion is earnest and sincere. 

We will submit our letters of testimony to you in the very near future. 

Yours truly, 
JeaniceE M, WE.sH. 


NORTHERN CONSOLIDATED AIRLINES, INC., 
Anchorage, Alaska, April 8, 1958. 
Mr. Joun A. Lona, 
Executive Vice President, Photoswitch, Inc., 
Cambridge 42, Mass. 

Dear Mr. Lona: Your letter dated March 31, 1953, regarding possible 
congressional disposition of the Reconstruction Finance Corporation has been 
received. E 

Our company, which is a result of a merger of various smaller local airlines 
holding grandfather certificates of public convenience and necessity, has used 
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the RFC financing in various degrees during the past 7 years. Two of the 
predecessor companies, Ray Petersen Flying Service and Northern Airways, 
received financing on a 75 percent RFC participation basis through the Seattle 
First National Bank in the total amount of $240,000. These loans will be paid 
off this year. As a result of the current international situation and our operation 
being located in a strategic military area, we have recently completed necessary 
expansion in the interests of the national defense through financing under section 
302 of Defense Production Act. This loan in the amount of $705,550 is processed 
and administered by the RFC. 

During the 2 years prior to the date of application for a defense loan numerous 
attempts were made to borrow money through the RFC. The RFC found them- 
selves unable to grant us help as a result of an unfavorable equity debt ratio. 
This in spite of the fact that we are a certificated persons, property, and mail 
carrier, holding permanent certificates of public convenience and necessity. 

If it had not been for the Defense Production Act our company would have 
found it impossible to have received the necessary financing to conduct the 
operations as required under the Civil Aeronautics Act. Procrastination on the 
part of the CAB as well as a shortsighted policy regarding Alaskan air carriers 
on its part had much to do with our very unfavorable financial picture. 

It is my personal feeling through my years of experience with the RFC that 
there is definite need for this type of agency. I do feel, however, that something 
should be done to make it easier to obtain help without political pull. This is 
extremely important to those of us who are American citizens in Alaska who do 
not enjoy an elected representative in the Congress of the United States. The 
fact that your Senator Frederick G. Paine has taken an interest in the RFC and 
has reqvested your help in securing information is a good example of what I mean. 

Possibly some sort of an arrangement such as the bank-RFC participation 
arrangement of a few years ago, whereby local banks could make the loans and 
with a minimum of redtape receive 75 percent RFC participation so as to quad- 
ruple their limited legal loaning capacity, would be a satisfactory solution for the 
small-business man. Your interest is greatly appreciated and I sincerely hope 
the information submitted will be of help. 

Yours very truly, 
RAYMOND I. P&TERSEN, 
President and General Manager. 


Hi-Way Park SErRvICcE, 
Fairbanks, Alaska, April 10, 1988. 
PuHotroswitcH, INc., 
Cambridge, Mass. 

GENTLEMEN: As a recipient of a loan from the Reconstruction Finance Cor- 
poration, our firm is glad to have an opportunity to express our gratitude to and for 
this organization, that has enabled us to establish our business when no local 
backing was available. Investment capital is very short in Alaska, and many 
businesses.are unable to obtain financial assistance from any other source. 

From our own experience and observations, we feel that the RFC has assisted 
greatly in developing Alaska’s resources and that there is a great need for such 
help in the future development of Alaska. 

The RFC has demonstrated that it can fill this need; and if honesty administered 
it is a vital factor in the economy of the country. 

Very truly yours, 
CraupvE C. Dovenas. 


Wien-Ataska AIRLINEs, INC., 
Fairbanks, Alaska, April 16, 19658. 
Puoroswitcn, INc., 
Cambridge, Mass. 
(Attention Mr. John A. Long, executive vice president.) 

Dear Mr. Lona: Your letter of March 31 with reference to the RFC’s dis- 
continuation hes been received and considered. 

Your belief that we are currently operating under a Reconstruction Finance 
Corporation loan should be correct, but the fact is we are operating in that 
interim period between the time a loan is authorized and the funds are received. 

As an airline we have not been able to obtain long-term financing, so we have 
asked the assistance of the RFC particularly for the funds to build a new hangar 
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at Feirbarks Internetional Airport, and more besides for operations. The banks 
tell us thet the airlines pre not the best rleces for investors to put their money, 
and we know thet the (fen as cerriers beve not hed a very setisfectory eernings 
record in the pest. This mekes it difficult for us to sell stock or to engage in 
long-term finencing. 

If sir trersportetion is to progress in Aleska, end if the ccst of thet trens- 
portetion is to come down, it eppeers thet we will heve to have help from the 
Federe] Government in several ways, not the leest of which will be low-cost, 
lorr-term finencing. 

There ere undoubtecly meny Congressmen who ere somewhat familiar with 
Alrske. erd mey be symrethetic to our needs, but Aleska has no representative 
in either House with @ vote. 

We certs.inly will benefit 2s the RFC continues its operations. 

Very truly yours, 
Geo. B. Rayrurn, 
Executive Vice President. 


PUERTO RICO 
Puerto Rico Ics, 
San Juan, P. R., April 9, 1958. 
Senator Frepertck G. Payne, 
Chairman of the special RFC Subcommittee, 
Washington, D. C. 

Sir: We have read in the local newspapers that consideration is about to be 
given in Congress to eliminate the Reconstruction Finance Corporation activities. 

In Puerto Rico the RFC is performing a great service in assisting the expansion 
and growth of our local industries, and in our case it would have been impossible 
to run our business without the assistance given to us by the RFC. 

Small industries have found themselves without the proper banking facilities 
and low profits margin due to extremely high operating expenses have reduced 
attractiveness of private capital investments. Larger industries always get their 
financing either from the Banco de Fomento (Development Bank), or other 
banking sources. 

The Reconstruction Finance Corporation is so bound to our industrial expansion 
that if its services be curtailed, many small industries will collapse without any 
doubt, due to lack of financing. 

Our corporation is operating under a RFC loan which has facilitated our growth 
and at the same time our contribution to the defense program. We are presently 
the ice suppliers for various military training camps, which without the RFC 
contributions it would have been impossible due to lack of capacity. With the 
RFC loan we were able to buy equipment to increase our capacity to meet the 
military training camps demand. 

For the aforementioned reasons we respectfully request your assistance in 
keeping the present level of operations performed by this agency. 

Very truly yours, 
Hector Sancuez, President. 


SHANGRILA, INC., 
Ponce, P. R., April 13, 1958. 
Proroswitcn. Inc. 
Cambridge, Mass. 

GENTLEMEN: Replying to your letter of March 31 we sincerely believe the 
teconstruction Finance Corporation help to small and large business short of 
capital is the best promotion the Government can give to help unemployment, to 
encourage expansion of otherwise limited activities that cannot be promoted 
in bank short-term loans. 

Very truly yours, 
SHANGRILA, INC. 
ERNESTO ALBORO. 


x 








a 


